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Gordon G. Crowder 


Developing a Reporting System 


The center of any complex organization is its reporting system, for 
it is only through knowledge of performance being attained that top 
administrators can discharge their responsibilities for efficient opera- 
tions. Since authority for administrative action differs from one level 
of management to another, reports must be tailor-made for the needs 
of each level. Desirable reports to managers must summarize the results 
for which they are responsible and give them the kind of information 
which can be used to motivate successive levels of management to 
achieve desired standards of performance. If a reporting system is to 
be effective, the reports must be simple; they must be made available 
to users on a timely basis; and they must contain only the information 
required. This paper outlines how a comprehensive reporting system 
can be developed. 

Mr. Crowder formerly was Assistant Controller, Bureau of Finance, 
Post Office Department. This paper is based upon a speech given 
before the Financial Management Institute, April 1960, Washington, 
D.C. 


AS a means for discussing the development of a new reporting sys- 
tem where one already exists—and that will always be the case 
except for a completely new agency—let us assume that the head 
of the department or agency collects all the reports he receives, 
brings them in, and lays them down before you with the following 
admonition: ‘“‘Develop a reporting system—make it effective, sim- 
ple, and timely. I do not have time to read all of these reports. I 
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would like to think you can follow our management pyramid—so 
I can be sure all our managers have just the right amount of 
information they need to keep our operation in line with our 
short-term projections. Our long-term projections can be handled 
here at the top.” 

That statement defines the problem. How do we go about solving 
it? We must lift the reporting problem out of a maze of forms and 
documents and place it in a clear perspective. This can be accom- 
plished by means of the eight basic steps which I discuss in the 
following sections: 


Step 1. Meet with top management. Discuss the management 
chart. Determine long-range planning and reporting concepts. 

My view calls for more showmanship in managerial reporting. 
Each manager should be able to use his reports to motivate persons 
on successive levels to attain successful results. First, we must have 
a true appreciation of the manager’s problems in effecting satis- 
factory results. We must then supply him with the factual results 
of his responsibilities compared with the goals which he is seeking 
to accomplish. 

My discussion will include only brief references to the internal 
financial reports which are used for staff reviews and studies. Much 
has already been said and written about these reports. Our problem 
under discussion is how to supply managers with brief reports they 
need and can use. We must convert the so-called financial reports 
already standardized into reports of “fast facts” and compare them 
with short-range operating projections to assist our managers to 
keep on their prescribed course. 

Who is the best man to make this survey in your department or 
agency? You know that better than I do—so let me tell you the 
pattern we used. If you have a reports management officer who is 
anxious to make a comprehensive reports survey which will update 
the current reporting system, he should be the one to head a group, 
composed of one representative from each staff function in the 
department. However, he will need the full support of, and should 
report on his mission to, the top financial head of the department 
or agency. 

We are now ready to proceed with the initial step of solving our 
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problem. We start by examining the management chart. In the 
Executive Branch of the government, the top of the management 
chart, of course, is the President. Each department or agency has 
one person as its executive officer, assisted by a top staff at head- 
quarters. Next in line are decentralized administrative regional 
officers where local installations are supervised. 

A complete examination of your departmental staffing chart will 
disclose the number of managers, supervisors, and other employees 
involved with specific operations. It is necessary to become 
acquainted with the type of management pyramid illustrated in 
Figure 1. 














President 1 

Fé Department head 2 
Headquarters staff 

/ Regional head and staff 3 

Installation heads and staffs . \ 4 

Supervisors 5 





Nonsupervisory employees 











Figure 1. The management pyramid 


You will observe there are five levels of management to serve. 
Each level will have both staff and line managers. Our chief con- 
cern is to create useful, timely, and motivating reports for each 
level of the “line” managers. The President wants information to 
keep him informed about each department. The departmental 
head wants such information as he needs to keep the department 
on its course. He also wants to know briefly about the activities of 
his staff and the regional operations to make sure they are securing 
proper results at installations under their supervision. At the 
installation level the superintendent, postmaster, or manager, 
wants to know how supervisors are functioning according to vari- 
able work loads. Going one step further, each first-line supervisor 
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must know if the employees under him are performing according 
to acceptable guidelines. 

When the reports survey team fully understands this pyramid 
system of management, we can adopt the pyramid system concept 
for managerial reporting. When basic accounting and accounts 
are properly arranged on a responsibility basis, the basic recordings 
at the first level of supervision can be summarized and made the 
source of data for each successive upward step of management. 
The pyramid concept recognizes that management authority flows 
from the top of the pyramid to the bottom and that management 
reporting flows from the bottom of the pyramid to the top. 

The survey team should now examine the long-range plans of 
management. This is necessary so that any reporting system which 
is designed will also fit into these programs without change. Five- 
to-ten-year plans are considered long-range; the two-year plans 
are short-range. Usually the survey of long-range plans will disclose 
the reporting concepts of top management. Management will have 
some very definite ideas as to what they want in their reports so 
they may be sure that their plans are being carried out. 

At this point it is very important to discuss with top management 
what their notions are about their minimum requirements for 
reporting and what their subordinates are accountable for. When 
this is determined, those subordinate officers will consider this 
prescribed reporting as their uniform minimum requirement. 

Next the survey team will discuss reporting requirements with 
regional offices and installations. Here great skill and patience 
must be exerted, because many varieties of ideas will be presented 
and even insisted upon. Often managers and supervisors insist on 
detailed reports which require too many man-hours to produce. 
On the other hand, many supervisors do not wish any part of 
reporting, but prefer to keep their activities in their heads as 
closely guarded secrets. 

It is well to consider at this time how often reports are to be 
made. Generally first-line supervisors need a summary of their 
daily activities if they are variable. Installation heads likewise need 
a daily condensed report if their work loads vary. Regional reports 
should be rendered within seven working days after each account- 
ing period. Headquarter’s reports, which summarize regional 
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reports, should generally be delivered on or before the fourteenth 
working day after each accounting period. 

Top management should be rather specific about any mana- 
gerial reports which they need earlier than given in this general 
timetable. Usually such special or “flash” reports can be very valu- 
able. High accuracy should not be required, however, and they 
should be stated in thousands of dollars or for large departments 
in millions of dollars. 

When top management prescribes general reporting concepts 
the survey team is then knowledgeable and able to deal with the 
many details that lie ahead. It is necessary, however, to have top 
management’s full support to a general plan because many people 
will hesitate to give up their self-delegated authority and locally 
prepared unauthorized reports. 

Now the reports survey team can start on its review of all the 
reports being prepared for all levels of the management pyramid. 


Step 2. Identify and list all current reports and sort them into 
managerial and accounting reports. Further separate each 
group by internal and external uses. Time consumed for 
preparation should be listed. 

At this point it becomes necessary to define what a report is 
because there is a gray area between reports and forms. Many forms 
are reports because they go beyond recording basic information on 
a local basis and go to other levels without change. Reports have 
specified formats, but generally are compiled from other reports, 
forms, or memoranda for use by people at other levels. 

After the reports survey team has secured general understanding 
and support for its assignment, the next step is to ask all levels of 
management to collect and send in to headquarters a copy of their 
reports with specified information about them listed on each 
report. 

First, the authority for the report is very necessary and should 
be furnished. Next should be shown who makes the report, its 
source of information, who uses it, how many copies are furnished 
to whom and how many man-hours were required in its prepara- 
tion. Even the frequency of the report should be requested. 

When the reports are received, the managerial reports should 
be separated from the usual and familiar financial or fiscal reports. 
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When this is done, they should be further separated into external 
and internal usage. Now they can be transcribed on separate lists 
for further study. 

The survey team can expect large variations in hours consumed 
on making reports from various regions and individual installa- 
tions. This information is quite necessary, however, because great 
savings are in store for the survey team when they start to conform 
current reports to actual needs. Caution should be given in the 
instructions to include only the hours used for the preparation of 
each report because some will be inclined to build this up with 
hours used in recording all the basic information. 


Step 3. Examine the accounting system to make sure necessary 
data is available on both a responsibility and a budgetary basis. 

In the past few years, government accounting systems have been 
redesigned so they can furnish general budgetary information and 
cost reports of individual plants, installations, or separate activi- 
ties. While responsibility accounting is needed for managerial 
reports, the various accounts must be summarized for budget 
needs. When ADP machines are used, a five- or six-digit account 
system is generally used and the machines can be programmed to 
give trial balances with summary totals at various stages, which 
makes modern reporting a pleasure. 

The people responsible for the accounting system are seldom 
fully responsible for reporting, so some specific and separate 
authority must be created to co-ordinate the two functions to make 
them fully effective. Generally, however, if the system complies 
with the requirements of the General Accounting Office’s Policies 
and Procedures Manual, little difficulty will be experienced with 
the development of figures to create management facts and reports. 


Step 4. Examine the budgetary system and cost controls. 


The budgetary and cost-control systems require separate treat- 
ments. The accounting system should provide the basic require- 
ments for budgets and plant costs by using three digits of the 
account numbers for budget account controls. These three digits 
are generally placed in the middle of a five-digit account number- 
ing system. This permits the use of the first ten left-hand digits to 
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separate assets, property, liabilities, revenues, and six cost-control 
categories. The fifth digit can then be used to designate budgetary 
or nonbudgetary accounts and class breakdowns for both budgetary 
and cost controls. When account numbers are already arranged to 
give proper information for the needs of management, the reports 
study will become more simple. 


Step 5. Conform existing reports to current needs. 

This step may suggest that all current reports will be revised and 
continue to be used. This is seldom possible or desirable. Having 
separated managerial reports from fiscal, the next step is to sepa- 
rate the managerial reports used by all levels of management. 
When that is finished, the individual reports must be studied in 
light of those who use them and also as to the authority for them. 
Here study of the management chart may show that not all the 
copies made of reports are justified and perhaps that the man for 
whom a copy is made does not need it any more. The survey team 
thus will be able to eliminate many of the copies. 

At this point of the survey liaison with representatives for top 
management will be helpful and necessary in order to pass opinion 
on the necessity for the continuing use of reports in their 
various areas. Many of the reports will contain information cur- 
rently needed. However, many can be consolidated or recast to 
present better formats and understanding. The forms control 
officer will be very useful at this stage of the study to help redesign 
formats for all reports. 

Even though many current reports will not be needed, it will 
be learned that management really needs some vital information 
which heretofore was deemed “unavailable” on a timely basis. To 
furnish this information, the accounting system may need some 
changes or the ADP system may need more “read-outs.” 

After this initial survey of managerial reports is finished and 
while new formats are being redesigned and approved, it is neces- 
sary to start on the fiscal reports, both internal and external. Some 
reports officers feel that the controllers’ office requires too many 
reports. The same rules should be applied to the controller as to 
other members of the agency staff. When this initial survey phase 
is completed, it becomes more clear how many man-hours of 
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reports preparation can be saved and still give everyone the reports 
he needs. When possible, all reports should be reduced to standard 
letter-size formats, with the understanding that, when necessary, 
due consideration will be given to recommendations for change. 

After the survey team has had an opportunity to discuss the 
reports currently made with each bureau or division and has come 
to some agreements on a list of reports needed, it can then prepare 
a first draft of its over-all recommendations to the top financial 
officer of the department or agency. The priceless ingredient of 
timeliness should also be discussed to correct any basic accounting 
system deficiencies. 


Step 6. Develop co-ordinated timetables for all reports at all 
levels of management. 

While the study of reports is going on, some member of the 
team should determine the time required for preparing payrolls 
and paying bills. These timetables should be improved when possi- 
ble, down to three workdays, so that all financial transactions may 
be closed and processed each accounting period on a timely basis. 
This will permit establishing five-workday timetables for monthly 
plant reports. When that is established for individual installations, 
regional or district reports can be placed on a seven-workday basis. 
Headquarters reports can follow on a fourteen-workday basis. 

We must realize that top managers seldom rely on monthly 
financial reports. They find ways to get daily and weekly reports 
from key segments of the establishment which can be compared 
to their short-range projected plans. Management wants to know 
“How am I doing?” To know that, the actual results must be com- 
pared to plans or to limitations set by the higher echelons. 


Step 7. Prepare proper authority for all reports. 


New reports as well as old should be officially authorized and 
numbered and a perpetual inventory kept. Each agency has its 
own system of delegating authority, establishing procedures, and 
authorizing reports. Usually this procedure will be sufficient, but 
there may be cases where handbooks may be necessary as more 
detailed information will be needed. After proper authority is 
obtained to install the new reports, the survey team can prepare 
standard formats and issue proper instructions for their installation 
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through established channels. Because of decentralization, it 
becomes imperative that effective reporting systems be established 
from the first line of supervision through successive levels to central 
government. At that time they will become dynamic, and proper 
management responsibilities will become more effective. 


Step 8. Make the reporting system effective. 


After the new reporting system is installed at all levels of man- 
agement, further effort should be devoted to reducing the external 
reporting requirements of the central agencies. Some success has 
already been achieved, but more is possible. The government as a 
whole does not render a balance sheet or income and expense 
statement as such. However, much effort is devoted to hearings by 
various committees of Congress for information which could be 
supplied by timely financial statements and annual reports. If the 
Executive Branch of the government continues to prescribe sim- 
plified, uniform procedures for reporting, it would be reasonable 
to assume that within two or three years we may expect a complete 
balance sheet—income and expense statements for all government 
within three months after the end of each fiscal year. 

The Steering Committee for the Improvement of Financial 
Management in government has just issued its eleventh annual 
report. Great progress has been made, which is evident to anyone 
who reads these reports. The Treasury Department, as a member 
of the Steering Committee for Improvement of Financial Manage- 
ment, is co-operating with the General Accounting Office and the 
Bureau of the Budget to assist all departments and agencies to 
improve accounting, budgeting, and reporting. Most agencies will 
be in full compliance in one or two years. 

I hope this brief paper will inspire some of you to carry on 
special studies in reporting for all financial as well as managerial 
purposes. If we are properly to serve modern management, we 
must keep in touch with its needs and supply it with interesting 
and timely reports by keeping our own shop up to date and alert 
to changing times. 











Lane Dwinell 


The Manager’s Need for Reports 


In considering the manager's need for reports, the starting point 
must be the manager’s particular situation and his individual require- 
ments. The effectiveness of a manager is, in part at least, due to his 
awareness of situations requiring his attention. Although financial and 
accounting personnel may take the initiative in developing reports, 
they should not pre-empt the manager’s right to determine the kinds 
of reports that are most useful to him. Once a pattern of reports is 
established, however, the reporting must not become an end in itself, 
because then the reporting system tends to become static. At this point 
there is danger that the reports being prepared will fail to reflect 
changing conditions and therefore lose their significance. 

Mr. Dwinell was formerly Governor of New Hampshire and Assistant 
Secretary for Administration, Department of State. This paper is based 
upon a speech given before the Financial Management Institute, April 
1960, Washington, D.C. 


IN today’s complex government, major jobs are carried out 
through organizations and by delegating responsibility to mana- 
gers. Managerial reports must be tailor-made to each manager's 
particular situation and to his individual requirements. A “mana- 
ger” is any individual who has been assigned a mission, or a func- 
tion, and who has been given a clear understanding as to his 
responsibility, his authority, and his accountability, regardless of 
the echelon at which he may be found in the organization chart. 
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In considering the manager’s need for reports, the first problem is 
to find the ‘“‘manager’”—the man who has the responsibility, and 
who knows that he has it. Unless there is a feeling of responsibility 
on the part of a manager, he is not going to be very interested in 
reports of any kind. 


WORKING WITH MANAGERS TO DEVELOP REPORTS 


The kinds of reports that a manager needs will vary, depending 
upon the job he is doing and upon his responsibilities. The mana- 
ger who is going to use the reports is the one person who knows 
best, or certainly should know best, what he needs and, very 
importantly, when he needs it. For this reason financial experts— 
accountants particularly—must work closely with managers in 
determining the reports that will be required and that will be most 
useful. It is essential that accountants take the initiative in devel- 
oping reports because managers are frequently preoccupied with 
other things; also, accountants are in a good position to demon- 
strate to management how financial reports can assist them in 
carrying out their assigned responsibilities. The passive attitude 
displayed by some accountants, exemplified in the statement, ““We 
can give managers anything they want, but they never ask us for 
reports,” is certainly not conducive to improved management 
Teports. 


PROVIDING THE MANAGER WITH SUMMARY DATA 


Some “reporters” have a passion for providing managers with 
“summary data’’ only. One can go too far in this effort to protect 
the so-called “busy executive” from the details of his operations. 
In other words, we may so completely insulate him from the details 
that he may become more of a figurehead than a manager. There 
is, of course, a fine line between where you stop and where you 
start the details. One of the more satisfactory techniques is to pro- 
vide data in progressively less detail as reports move up the man- 
agement chain, but at the same time make considerable detailed 
data readily available to the upper-echelon managers to the extent 
they may desire. In this fashion there is provided both the summary 
data and the detail to the extent that detail may be desired. 
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NEED FOR A DYNAMIC REPORTS SYSTEM 


A reports system should be a dynamic, and not a static, thing. 
We have seen, too often, cases where a great fuss is made about 
the development of reports—everyone gets enthusiastic, and pres- 
ently they come up with the “report to end all reports.’”’ But the 
facts of life are that conditions—and managers—change; and this 
means the reports must also change if they are to be entirely respon- 
sive to current conditions and needs. We must guard against 
reports becoming routine or automatic to the point where they 
lose their real utility. The failure to change so as to meet current 
requirements is often responsible for much of the manager's 
disinterest in reports. 


PINPOINTING ACTION SITUATIONS: TIMELINESS 
OF REPORTS 


One of the chief purposes of a good management report is to 
show whether action must be taken. A manager needs to have 
pinpointed those particular situations which require his attention 
and action. If the reports which the manager receives fail to show 
up the bad facts—those that require action—he is simply not ina 
position to do much more than send them on to the “file,” and 
you can be sure that he will soon discontinue even looking at them. 
One of the greatest deficiencies in “management reports’—and 
perhaps this is only a manifestation of the human desire for praise 
—is the fact that they often are slanted too much at showing the 
good, and hardly ever toward pinpointing the bad. For example, 
take the kind of “report” which compares “actual” with “‘plan”— 
the one where the “plan” is always changed to equal the “actual”! 
What good, really, is such a report? It presents a fine picture to the 
“boss” and he may—usually during the first part of a fiscal period 
—be quite happy with the way things appear to be going. But, 
sooner or later, the roof falls in and everybody panics. Of course, 
if the report had shown him earlier how bad things really were 
beginning to look, he might have taken some action to avoid the 
later trouble. 

This brings up another point: How can a manager take preven- 
tive action unless the facts are made known early enough for him 
to do so? This simply means that he needs reports which permit 
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him to look at the present and toward the future—because there 
is no action he can take to change the past. In short, he needs to 
know where he is going before he gets there. 


SOME SPECIFIC TYPES OF REPORTS 
NEEDED BY MANAGERS 


Although reports must be tailor-made to individual manage- 
ment situations, there is still room for some generalization as to 
types of reports required, particularly in the “garden variety” 
government agency. Among these are: 

1. Report on budget execution. This report must clearly show 
a forward plan, through a specified period; and where the actual 
situation stands in relation to that plan. Such a report must be in 
terms of costs, manpower, and work accomplishments. 

2. Comparative reports. Government managers need reports 
that permit them to make meaningful comparisons between related 
things, e.g., a comparison of the cost of operating the same organi- 
tational entity in different periods, preferably, but not necessarily, 
along with a comparison of the work performed. Such a compari- 
son becomes most useful when there are measurable work-load 
units, but the fact that there are not such units does not destroy 
the usefulness of this report. On the contrary, such a report might 
be very helpful because a responsible manager—in the face of 
trying to explain rising costs—might begin to think more about 
work performed than would otherwise be the case. Other examples 
would be a comparison of specific expense categories between 
different locations or organization entities, such as a comparison 
of communications or automotive operating expenses at location 
“X” with the same expenses at location “Y”; or a comparison of 
the cost of certain administrative services, such as personnel services 
or budget and fiscal services, at different locations. The possible 
comparisons which could be useful are numerous, but they should 
always be developed to fit the particular management situation. 
A major point is that figures are most meaningful when they can 
be related to something, and, of course, comparative figures are 
telated. 

These comparative reports, where appropriate, should be (1) in 
terms of costs, i.e., the dollar value of goods and services actually 
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applied as opposed to the dollar value of goods and services ordered, 
received, or paid for; (2) in terms of obligations incurred, i.e, 
goods and services ordered; (3) in terms of manpower data, includ. 
ing man-years applied; and (4) in terms of work accomplished 
according to whatever meaningful work-measurement units are 
available. 

3. Status of funds reports. Another report a manager should 
have is one setting forth the status of funds, i.e., what has been 
made available by appropriation action of Congress or by other 
means, such as the rendering of reimbursable services by one agency 
for another. 

Such a report must provide a breakdown by appropriation and 
allotments, by means of which the funds are distributed within the 
agency, according to broad lines of management responsibility. 
Unfortunately, this is often the only report many government 
managers have, with the result that attention is directed only to: 
“How much money do we have available; how much have we spent; 
and how much is left?” This, of course, is necessary data, but the 
point is: it certainly is not the only information a manager needs. 

4. Manpower reports. A fourth report a manager can use is one 
showing the personnel picture. On a dollar basis, the expenditures 
for personal services in many government agencies often represent 
the lion’s share of the total, but it is an interesting fact that 
managers frequently do not have good current information as to 
where the personnel are located. A manager ought to have avail- 
able prompt and accurate data showing such information as 
authorized positions, on-board strength, and man-years applied— 
all according to whatever detail may be necessary, such as by 
organizational entity, grades, specialty categories, and the like. 
There is often much concern about “authorized positions” and 
frequently very little about man-years applied to get the work 
done. 


USE OF AD HOC REPORTS 


There is a place for the ad hoc report—the one-time, one-shot, 
or limited period type of report that deals with a specific situation 
or condition. 

It is not possible to wrap up in a neat package all the answers 
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to everything a manager needs to know. Inevitably there will be 
some situation or condition that must be given special attention; 
and in these cases the ad hoc report is the answer. But one must 
guard against overuse of this kind of report, or it will lead to 
destruction of an orderly system of routine reports. And, even 
worse, unless the use of such reports is carefully controlled, people 
throughout the organization may be spending more time in the 
preparation of ad hoc reports than in the performance of their 
principal functions. 


CAUTION: REPORTS ARE NOT THE ONLY 
MANAGEMENT TOOL 


A manager, in carrying out his responsibilities, has some aids 
other than reports. Some of these “aids” are a good organization, 
staffed with competent people; a clear understanding by these 
people of their responsibilities, authorities, and relationships with 
each other; and management appraisal systems, such as “inspec- 
tions” or “internal audits.” But a really good result can only be 
achieved with all these aids, including an efficient system of 
management reports. 















John A. Murphy 


Dynamic Management Reporting 


At a briefing sesston each morning all operating officials of United 
Air Lines are given a complete picture of the system’s operations for 
the twenty-four hours ending the preceding midnight, and a forecast 
of the current day’s operations. This covers all operating, maintenance, 
weather, and other important aspects of the airline’s operations, 
including a profit and loss statement for the day. 

On Tuesday of each week a weekly analysis is presented of per- 
formance during the preceding week in each important area of opera- 
tion. The information for these daily briefings and weekly summaries, 
as well as 130 monthly reports, is derived from approximately 3,500 
operating messages a day from which the Data Processing Center 
extracts over 100,000 different figures and summarizes that information 
by type of service and type of equipment in three hours. These coded 
“telegraphic-type” messages are sent from the company’s operations 
and servicing points on the ground and from its planes in the air to 
the operating divisions, with a copy to the statistics division. Ten years 
of this detailed data is stored under a microfilm reader, from which 
any information on any segment of any flight for that ten-year period 
can be obtained in two minutes. 

Mr. Murphy is Statistics Manager of United Air Lines. This paper 
is based upon a speech and demonstration given before the Washington 
Chapter of The Federal Government Accountants Association on 
November 10, 1960. 


A BRIEFING session is given at 8:30 each morning at United Air 
Lines for all operating officials. This daily briefing covers all 
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operating, maintenance, weather, and other important aspects of 
the airline’s operations for the twenty-four hours ending the pre- 
ceding midnight, including a profit and loss statement for the day. 
Operations for the preceding day are compared with prior periods 
and with plans and performance standards. A forecast is given for 
the current day’s operations. 

On Tuesday of each week following the briefing session a weekly 
analysis is presented by a senior analyst. This weekly session is a 
summary of the week’s performance. In this paper I shall describe 
briefly this weekly analysis and how the information for it is 
assembled. 

It is a presentation of graphic charts covering each important 
area of operation. Through the techniques of variance reporting, 
weekly accomplishment is compared to historic norms, profit plan, 
and trend lines. This weekly staff meeting, lasting only ten 
minutes, is conducted as a telephone conference connecting San 
Francisco, Denver, and Chicago. The analysis is given in Denver; 
duplicate charts are presented at the same time in Chicago and San 
Francisco. 

There are a series of quality control charts measuring daily 
performance posted on the briefing room wall, the norms of which 
are determined by the actual accomplishment for the same month 
last year, as are the appropriate upper and lower control limits. 

An equipment panel shows the total fleet by type of aircraft and 
by assignment, which indicate the number of aircraft required to 
fly the daily schedule and the number of necessary back-up aircraft 
for routine maintenance, for irregular out-of-service, for major 
overhaul, and for modification and training. A wall-size airline 
map is posted every hour as to weather, maintenance, and passen- 
ger delays through the media of flashing lights. 

Another panel containing current postings as to performance 
for the previous twenty-four hours gives the operating group up- 
to-the-minute accounts of daily accomplishment. The percentage 
of daily scheduled miles and departures completed, the percentage 
of aircraft arrivals on time, and the percentage of irregular aircraft 
maintenance evaluate the job accomplished. Other details of inter- 
est are also posted currently, such as the number of passengers 
boarded (extended by miles flown), number of cargo ton-miles 
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accomplished, total number of airplane miles and departures com- 
pleted (including extra sections and charters), number of canceled 
miles by type of equipment, number of reservation record discrep- 
ancies, and number of delays over fifteen minutes by reason, by 
type equipment, and by station. 

Going beyond the day-to-day reports, this information is used to 
trend monthly and annually for more refined analysis of per- 
formance. The information is also available for research. The 
trend information is charted for wall presentation in the board 
room. Performance by type of equipment and service from point 
of origin, at point of arrival, on the ground and in the air, by type 
of equipment, by type of service, and by station is summarized and 
charted as are detailed causes of delays by number and intensity, 
utilization of both crew and equipment, aircraft maintenance both 
line and overhaul, as well as competitive comparisons. 

The information required for management reporting is derived 
as an integrated part of the day-to-day operations. The operation 
starts when a customer requests transportation in a downtown sales 
office. This is confirmed in a reservations office. The customer 
checks his ticket and baggage at the terminal. That information 
is passed on to a load-planning group which is responsible for 
properly allocating the weights over the airplane. For preplanning 
loading and unloading at downline stations, a meter is forwarded 
to the next downline station listing the weight allocations. That 
meter is referred to as a load dispatch. An automatic copy of the 
load dispatch is received in the Data Processing Center. The main- 
tenance crews are responsible for having a plane ready for sched- 
uled departure. Ramp crews load both cargo and passengers. The 
local dispatch office is responsible for scheduling the crew, for 
monitoring the flight plan, for properly dispatching the airplane 
out of the local area, and for sending a flight movement message 
to downline stations in order that they may follow the airplane as 
it Operates across the country. The Data Processing Center gets a 
copy of that message. 

The load dispatch indicates the pounds of mail, express, freight, 
company material, baggage, and the number of revenue and non- 
revenue passengers loaded at the station, out of the station, and 
off at downline points. That information permits the center to 
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summarize activity at each station, which is then used in compiling 
personnel standards and facility requirements as well as providing 
necessary information for revenue and cost accounts. 

The flight movement message gives the trip number, the date, 
the plane number, the station involved, when the plane lands on 
the runway, goes up to the gate, away from the gate, and takes off 
from the field, any delay at the gate in minutes, coded reason for 
that delay, and the fuel aboard. 

Both messages are sent at departure time and are received on 
an average within twenty minutes of departure. The Data Process- 
ing Center receives approximately 3,500 messages a day covering 
1,000 departures, it extracts over 100,000 different figures and 
summarizes that information by type of service and type of equip- 
ment in three hours. A message containing load information 
extended by miles flown is sent to the Economics Department in 
Chicago to price out that message and have on the President’s desk 
by 9:00 in the morning an operating profit or loss covering the 
previous midnight-to-midnight period which is within .5 per cent 
of the figure posted at the end of the month in the financial 
statement. 

Of course, all of this is only possible through the use of electronic 
accounting machines. At each schedule change a card is cut con- 
taining the scheduled information for each segment. As messages 
are received, the information is punched into these pattern cards. 
All information selected is required by law. A very detailed report 
of operating data must be reported to the Civil Aeronautics Board 
each month. The described process has merely stepped up the 
reporting requirements from thirty days preparation for govern- 
ment reports to three-hour summaries for operating control guides. 

The following information is immediately available on every 
trip for every day: the trip number, the date of operation, the 
sequence of flight, the from- and to-station codes, the mileage 
between the city pairs, the equipment used on each segment of 
the flight, the plane number of each plane flown for each segment 
of flight, any delay in minutes at the particular station causing that 
delay, the reason for that delay and an evaluation of performance 
on the ground and in the air, departure time and arrival time 
classified and coded for each fifteen minutes of variance to sched- 
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ule, the pounds of mail, express, freight, and company material, 
and the number of revenue and nonrevenue passengers loaded at 
each station, off at each station, and out of each station. Listings 
are made by flight, by station, for fifteen-day periods permitting a 
quick analysis by station. These lists are microfilmed. Ten years of 
this detail is stored under a microfilm reader. Any information for 
any segment of any flight for that ten-year period can be obtained 
in two minutes. 

From the two messages referred to, without any additional post- 
ings, 130 different management reports are compiled each month 
and sent to 172 different organizational elements. Actually, these 
compilations should be referred to as decision tools as they are 
hand-tailored for each department’s use, making them more in the 
line of analytical references than historic documents. 


tc 








Ely Francis 


Application of Reports 


to Management 


The system of reports to the management of the Radio Corporation 
of America include a variety of management-oriented periodic and 
special financial reports. They are designed to compare the actual 
condition and operations of the organization as a whole and its 
divisions and programs with the established goals and plans and to 
point up any problem areas or trends which need attention. Procedures 
have been established for periodic meetings with the top and financial 
executives for a systematic review of the reports. 

Mr. Francis is Assistant Controller of Radio Corporation of America. 
This article is a summary of his remarks at the Educational Seminar 
of the Philadelphia Chapter of the Federal Government Accountants 
Association on December 14, 1960. 


AN effective system of reports for top management must be tailor- 
made to the management, organization, and operations of the 
enterprise. This discussion of the reporting system of the Radio 
Corporation of America should be considered in relation to the 
magnitude and diversity of its operations and its divisional 
organization and management responsibility. 


BASIC MONTHLY REPORTS 


The following eight reports are submitted to the top RCA 
management each month. They are supplemented by special 
Teports as circumstances dictate, but these eight reports provide 
RCA’s top executives with a broad corporate picture. 

1. A profit and loss statement for sales, pretax profit, and net 
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profit by major product divisions covering the actual results for 
the month and year to date compared with a year ago and the 
budget. 

2. A profit and loss statement covering the above information 
forecasted for the next two months, the next quarter, and the full 
year. 

3. A consolidated balance sheet covering this month, next 
month, the end of the quarter, and the full year. In addition, funds 
invested and return on assets are shown for the major operating 
divisions. 

4. Receivables. This report concentrates on those divisions that 
have sizeable receivable balances. The report covers this month, 
next month, next quarter, and the full year with comparative 
information for last month and a year ago. In addition to receiv- 
able balances, the number of days’ sales are shown. These receiv- 
ables are separated between normal, installment, and government 
receivables. 

5. Inventories. This report is restricted to those divisions which 
have sizeable inventories. The periods covered are the current 
month, next month, the end of the following quarter, and the end 
of the year. These are compared with the same periods last year. 
Ratios are shown to indicate the inventory balances to cost of sales 
for the next ninety days. 

6. Yellow flag report. This report is a caution report which indi- 
cates that unfavorable trends are developing. We report on major 
product lines where the pretax profit for the year to date or the 
full year is less than the prior year. 

7. Red flag report. This report highlights product lines which 
are in trouble. Candidates for this report are those products which 
have a pretax loss for the year to date or project a pretax loss for the 
full year. 

8. Control data schedules. These are prepared for executive vice 
presidents who have a number of divisions reporting to them. 
These schedules contain more than the sales, pretax profit, and net 
profit information that goes into the reports for the president and 
chairman of the board. Information is shown for the current 
month, the year to date, the next quarter, and the full year. This 
information is compared with the same periods in the prior year. 
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The data shown includes sales, pretax profit, per cent to sales, 
total assets, return on assets, receivables, unfilled orders, gross 
inventories, plant inventories, finished goods inventories at the 
factory, distributor, and dealer level, inventory commitments, 
units of inventory, number of employees, original cost of plant 
and equipment, depreciation charged to operations, additions 
to fixed assets, and unexpended authorizations for plant and 
machinery. 
PRODUCT RANKING OF PROFITS 


In addition to these eight basic monthly reports, we prepare 
special management studies on a periodic basis. These include 
annual sales and profit analysis. This analysis covers the 82 RCA 
product lines and shows sales for each product and the per cent 
to total RCA sales, pretax profit for each product line, and the 
per cent to total company profits and as a per cent to sales. Each 
product is then ranked on the basis of the profit per cent to sales. 
This ranking is compared with the ranking this product line 
achieved in each of the past five years. A summary is then prepared 
showing those product lines whose profit per cent to sales is above 
20 per cent, in the 10 per cent—20 per cent range, in the 5 per cent— 
10 per cent category, those from break-even to 5 per cent, and any 
which are in a loss position. 


DIVISIONAL PERFORMANCE 


Special studies are made of each major operating division at least 
once a year. This considers sales and profit trends, the short-term 
and long-term outlook, competitive conditions, proposals for new 
products and cost of introduction data, plant capacity, facility 
requirements and location, type of distribution, labor conditions 
in the proposed plant area, the tax climate in the state under 
consideration, return on assets, and other pertinent information. 

This same treatment applies to our foreign subsidiary operations. 
We prepare the same type of information, but in addition include 
data on the country’s political situation, the possibility of local 
currency devaluation, local laws regarding employee termination 
penalties, RCA’s investment data, possibilities for future invest- 
ment, dividends received by RCA, and significant import and 
export restrictions. 
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CHART PROGRAM 


In addition to statistical reports and interpretive comments, we 
have an extensive chart program. This covers each division and 
all major product lines. There are five basic charts for each: (1) 
sales, (2) profits, (3) assets, (4) profit per cent to sales, and (5) per 
cent return on assets. In addition we show comparative informa- 
tion of competitor performance for the past and projections in the 
future. Beyond this, we compare the division’s performance with 
its most recent estimate, its five-year plan, and the results of 
alternate courses of action which may be taken. 


SUCCESS PATTERN APPROACH 


Next we review what we consider our success pattern approach, 
in which we have designated a task force in each division. These 
people investigate specific ways to reduce costs, increase sales, and 
improve profits. They submit periodic reports on their projects 
by item and indicate the dollar savings to be expected in produc- 
tion, purchasing, marketing, sales, advertising, and the administra- 
tive function of legal, financial, and similar aspects. This covers 
reporting from the foreman level right through to the top 
management of the company. 

A comparable approach to this method of expense control could 
be developed in the government, where a team of specialists could 
examine departmental operations, specific procedures, and various 
operating techniques in order to eliminate duplication, decrease 
staff, and promote better co-ordination between bureaus and 
installations. This would have to be the responsibility of a task 
force specialist and not relegated to department heads, who are 
expected to improve upon their performance at the same time they 
are beset by daily routine tasks. 


FINANCIAL PLANNING MEETINGS 


In addition to the various reports, charts, and other procedures 
outlined, we inform our executives of major happenings in the 
company through the use of financial planning meetings. These are 
one- and two-day sessions held quarterly. We gather all top and 
finance executives to discuss eight major topics. 

1. Sales and profits for this year and next year. 
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2. Facilities. We examine unspent appropriations at the begin- 
ning of the year, the requests during the year, the amount to be 
spent during the year, and the depreciation to be charged to 
operations during the year. 

3. Funds invested. This includes the total segregated between 
equity and borrowed capital for each operating unit and con- 
solidated for the entire RCA. 

4. Return on assets. This is shown for the total company and 
each major operating unit. 

5. Inventories. This is presented by quarters with ratios indi- 
cating the per cent to next quarter’s sales. 

6. Receivables. This is shown by quarters and as a ratio of the 
previous quarter’s sales. 

7. Cash. This reviews the amount required by quarters for the 
balance of this year and all of next year, and emphasizes the period 
in which big requirements are expected. This also covers the need 
for short-term financing, minimum and maximum demand, and 
the length of time for intermediate borrowing. 

8. Expansion limitation. This is the key to the financial review. 
It co-ordinates all plans which have been presented. It begins with 
the after-tax profit, deducts 50 per cent for dividend pay-out, leav- 
ing the amount to plow back into the business. We then add 
depreciation charged to operations, which produces the maximum 
allowable for the expansion of plant, receivables, and inventories. 
We then compare the total available with the expansion plans 
presented by each of the operating units. The difference indicates 
the amount by which individual expansion plans must be reduced. 
This procedure is comparable to the budget submissions of the 
federal agencies, which are usually too high in total and must 
be reduced agency by agency. 


SUMMARY 


I have discussed very briefly the following types of financial 
reports and review procedures of the Radio Corporation of Amer- 
ica: (1) the top eight management reports, (2) the use of charts, 
(3) the success pattern approach to obtaining specific profit 
improvement, and (4) the benefits of conveying management 
information through financial planning meetings. 











Stancil M. Smith 


Report Writing as an 


Aid to Management 


Most of the business-type organizations in the federal government 
are preparing a balance sheet and operating statement. It is recog- 
nized, however, that for many agencies the most effective tools for 
improving management are those which furnish yardsticks to measure 
accomplishments against planned objectives. These do not necessarily 
require the usual balance sheet and profit and loss statement. 

A reports control office can help to ensure that the reports being 
prepared are needed, that their format is good, and that the copies 
distributed are actually being used. 

The Post Office Department uses three types of internal audit reports: 
the “segment” report which covers a segment of a region’s activity, the 
“vertical” report which selectively covers a function at all levels in the 
Department, and the “memorandum” report which advises that an 
audit has been made and there is nothing to criticize. 

Contract audit work in the Post Office is almost entirely related to its 
modernization and mechanization programs. Some of the most valu- 
able service an audit group can give is to provide prompt, accurate, 
and helpful advisory services to contract negotiators and administra- 
tors. The most important work done so far in the Department was a 
quick survey of contract negotiation and administration procedures 
and practices and the issuance of a “flash” report pointing up the need 
for establishing a team of specialists to strengthen the negotiation 
processes. 

Mr. Smith is Director of Audits in the Post Office Department. This 
article is a summary of remarks given at the Educational Seminar of 
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the Philadelphia Chapter of the Federal Government Accountants 
Association on December 15, 1960. 


1 AM glad to be able to participate in the Philadelphia Chapter’s 
seminar on report writing. I was asked to discuss the auditor’s and 
the manager’s viewpoints on what should be included in a report 
and the manner in which the information should be presented. 
I will, therefore, start off by saying a few words on the subject 
in general, after which I will discuss briefly internal and contract 
audit reporting. 


FEDERAL REPORTING IN GENERAL 


The basic objectives of the much advertised Joint Financial 
Management Improvement Program, which was begun in 1948, 
may be stated briefly as follows: Accounting in the government 
should serve management and others (a) by reflecting revenues and 
their sources, (b) by showing the cost of carrying out the responsi- 
bilities placed upon the Executive Branch by actions of Congress, 
(c) by supplying a basis for estimating the cost of proposed activi- 
ties, and (d) by furnishing a yardstick to measure accomplishments 
against planned objectives. 

I had the good fortune of getting in on the ground floor of that 
program while working in the U.S. Department of Agriculture in 
1948. After twelve years I think that a lot has been accomplished, 
but after listening to Mr. Maurice H. Stans, Director, Bureau of 
the Budget, the other night! I am convinced that we have done 
little move than scratch the surface. He stated that only 56 per cent 
of the appropriations in the fiscal year 1961 were submitting cost- 
based budgets and that only 39 agencies, many of them small, out 
of 125 civil agencies had received formal approval of their account- 
ing systems by the General Accounting Office. 

I know that many of the larger agencies, including the Post 
Office Department, are now very actively working to obtain systems 
approval by the General Accounting Office. Perhaps, more progress 
has been made than the figures above indicate. I want to stress, 


4In a speech before the Financial Management Round Table, Washington, D.C., 
November 29, 1960. 
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however, that there is a lot yet to be done. My purpose in making 
these remarks about improvements to date has been to highlight 
the important fact that improved reporting has to go hand in hand 
with improved accounting, budgeting, auditing, and managing. 

In the early days of the Joint Financial Management Improve. 
ment Program, much was spoken and written about the need for 
a balance sheet and an operating statement for every organization 
and agency of the federal government. It is my impression that 
most, if not all, of the business-type organizations in the govern- 
ment are now preparing such statements and that they are of con- 
siderable use to operating management. We have balance sheets 
and operating statements for the post offices but our best manage- 
ment tool is “work hours versus mail volume.” 

For many agencies it has long since been recognized that the 
most effective tools for improving management are those which 
furnish yardsticks to measure accomplishments against planned 
objectives. These do not necessarily require the usual balance 
sheet and profit and loss statement. Much can be accomplished in 
these areas by developing appropriate work-load data for use in 
establishing standards and guides for use in estimating costs and 
requirements and in relating actual accomplishments against 
established goals. In many agencies obligation reports still serve a 
very useful purpose. 

At the meeting of the Financial Management Round Table 
which I referred to earlier, Mr. Stans was asked, “How can we teach 
management to make better use of accounting and operating 
reports?” His answer was that it is a difficult task, but by carefully 
analyzing the reports and pointing out and explaining in simple 
terms what they mean, you can often convince management that 
corrective action is needed. In other words, make good use of the 
management by exception principle. Organizations of the size, 
diversity, and complexity of many of those in the federal govern- 
ment can ill afford to operate on any other basis. 


REPORTS CONTROL OFFICES 


Many agencies have established reports control offices for the 
purpose of inventorying, reviewing, and approving all reports pro- 
cessed within the agency. We have established such an office in 
the Post Office Department but it has not yet completed an inven- 
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tory of all reports in use. I know, however, that several of the 
government agencies have excellent programs in use and that 
they serve a very useful purpose. They ensure that the reports 
being issued are needed, that their format is good, and that the 
copies distributed are being used. 


INTERNAL AUDIT REPORTING 


Let us now turn to internal audit reporting. There are several 
features of good internal audit reports. I suggest several such 
features or attributes. 

1. Reports should be well organized, factual, timely, void of 
minutia, clear, and convincing. All of these points are important. 
To accomplish them requires your most skilled auditors. 

2. Reports should sometimes be made to several levels of the 
agency. They will be reviewed by different levels of management. 
Some of the readers will not be as familiar with many of the details 
and procedures as will the section or installation head. 

3. If a report is not unusually short, a summary is needed. Some 
readers can only spare the time to read a condensed one- or two- 
page summary. It is important that the “meat” of your story be 
contained therein. 

4. Reports should follow the management-by-exception prin- 
ciple. They should report on matters warranting management 
attention. Well-chosen but brief commendatory remarks should 
sometimes be included when performance or results have been 
outstanding or unusually effective. 

5. Reports should be packaged attractively. An attractive pack- 
age helps to sell any product, and an audit report is no exception. 
Many agencies are using an attractive binder with window opening. 

6. A follow-up procedure on report recommendations is needed. 
An agency’s written policy statement on internal auditing should 
include provision for timely replies to audit reports issued which 
outline corrective actions taken or planned. At the next audit the 
auditor should make certain that action was taken on the previous 
audit. 


TYPES OF INTERNAL AUDIT REPORTS 


We use three types of internal audit reports in the Post Office 
Department. The most common is usually referred to as a “seg- 
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ment” report because it covers a segment of a region’s activity, 
e.g. highway transportation. The next we call a “‘vertical”’ report. 
It covers a function from the “cradle to the grave” and usually 
involves headquarters, several regional offices, selected other instal- 
lations, and individual post offices, e.g. accountable paper. The 
third type we call a “memorandum” report. In one or two pages, 
it says that we audited a segment of the region’s activity and found 
nothing to complain about. 

When we discover in one region or office that something is 
wrong, we send out instructions to check the same area promptly 
in several other offices. If warranted, we send a “flash” report to 
the appropriate bureaus to enable them to take immediate 
corrective action on a nationwide basis. 

We observe the taking of inventories at supply centers and motor 
vehicle service installations. We issue a report to each motor 
vehicle service manager and postmaster and consolidate the prin- 
cipal findings in a report for the attention of the bureau at head- 
quarters. This type of consolidated report shows that the condition 
is not restricted to an isolated office or garage and is a very effective 
device for getting action. 


CONTRACT AUDIT REPORTS 


While in the Cost Inspection Service of the Navy Department 
from 1942 to 1946, I did a considerable amount of contract audit 
work and thus struggled with contract audit reports. When I came 
back into direct contact with contract auditing in 1956 in the Post 
Office Department, I was surprised to learn that the auditing tech- 
niques and reporting methods had changed very little. The report- 
ing format and processes are strikingly similar to those adopted 
early in World War II, but they are greatly improved over the 
billing and vouchering processes used before 1941. 

Our contract audit work today in the Post Office Department is 
almost entirely related to our modernization and mechanization 
programs. The bulk of it pertains to research and engineering, 
engineering services, special studies, and the like. I estimate that 
at least 50 per cent of the actual audit work is now being done for 
us by the Department of Defense. 

Prior to 1955 almost all procurement in the Post Office Depart- 
ment was routine and was handled by formal advertising. In 1956 
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and 1957 the Department negotiated a few cost-type contracts and 
the volume has been increasing rapidly in the last two years. 

Unquestionably the most important work we have done so far 
in the contract audit field has been to make a quick survey of con- 
tract negotiation and administration procedures and practices at 
headquarters and to write a “flash” memorandum report pointing 
up the need for some prompt corrective action. The result of this 
report was the setting up of a small task force at headquarters, the 
issuance of a policy statement, the use of a negotiating team of four 
specialists—one cost accountant, one lawyer, one procurement 
expert, and a representative of the contracting officer—and the 
establishment of a more orderly negotiating process. 

I believe that the most valuable work an audit group can do in 
this contract audit field is to provide prompt, accurate, and helpful 
auditing service to the agency’s contracting officers. Much of the 
service can be in the form of “advisory’’ reports to the contracting 
officer as a part of the negotiation and administration processes. 
Some basic features to remember concerning contract audit reports 
are: 

1. The report should be drafted on the job site, if possible. 

2. As a minimum, the report must show (a) costs claimed, (b) 
amounts accepted by the auditor, and (c) the amounts considered 
unacceptable. 

3. All unacceptable amounts should be carefully explained for 
the information of the negotiator. 

4. The auditor’s reasons for questioning each item of cost should 
be explained in terms which are understandable to nonaccountants. 

5. The auditor should carefully read and understand the con- 
tract terms before he makes the audit and prepares the report. 

The weakest point we have noted in contract audit reports is 
the incomplete explanation of the auditor’s adjustments. It is essen- 
tial that sufficient information be given to convey a prima facie 
conviction to the contracting officer of the propriety of the audi- 
tor’s position. In writing up an auditor’s adjustment, it is essential 
that the explanation show what the contractor did, why this is 
undesirable, what the auditor did, why this is better, and 
what the amount disallowed or recommended for nonacceptance 
Tepresents. 
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SUMMARY 


In closing, I would like to mention a few further thoughts: 

1. Report writing is difficult but auditors can improve their 
ability to write reports by constant study and effort. 

2. The chief of an audit review staff should be a good report 
editor but not a rewriter. The auditor will never learn to be a good 
report writer if the man in charge continually rewrites his reports. 

3. Narrative reports on “operating” matters require the greatest 
care and skill because they involve degrees of significance and other 
important matters of judgment. There are usually few road maps 
to guide the auditor in performing his work or writing his report. 

4. Operating managers have only limited interest and concern 
with accounting matters; their primary interest is in operating 
efficiency, economy, profits, elimination of waste, instances of inade- 
quate supervision, and the like. The successful auditor must 
acquire a management viewpoint; he must become management 
minded. 
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James A. Robbins 


The Opportunities 


of the Accountant 


As business and governmental activities have developed, so has the 
accounting profession. Changing situations have been met by the 
development of new principles and procedures in an attempt to pro- 
vide management with the kind of information required for intelligent 
decisions. Within the government, for example, allotment, obligation, 
and expenditure accountabilities have ceased to fulfill the manager's 
needs. They have been replaced by cost of performance budgeting and 
business-type accounting systems. The role of the accountant has also 
changed. No longer does his responsibility lie only in the area of his- 
torical recording. It embraces projections and estimates, and advice to 
management of such a comprehensive nature that it all but dictates 
the decision. The accountant is becoming more and more a part of 
management, and as such he must accept responsibility for solving the 
problems of management. 

Mr. Robbins is Deputy Chief, U.S. Army Audit Agency. This paper 
is based upon a speech given before the Salt Lake City Chapter of the 
Federal Government Accountants Association, June 1960. 


MOST of us cannot afford the comfortable rationalization of 
inactivity, nor do most of us even want to. The free ride is worth 
exactly what it costs. We like to think we are at least influencing, 
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if not controlling, the direction of the ride. The extent of our 
influence on the direction of the affairs of a business or govern- 
mental activity determines the amount of chrome we individually 
and collectively can afford on our autos, or the mink on our wives, 
as the case may be. More importantly, it affects our personal pro- 
fessional satisfaction. Price tags cannot be placed on these. For the 
moment, let us think along questioning lines as they apply to 
accounting. 

In the modern idiom we have “had it” as far as the “whence” 
of the accounting profession goes. It is important only in analyzing 
the “why” and in projecting the “whither.” When barter commerce 
gave way to the need for common denominators, such as dollars, 
the stage was set for our complex economy and the correspondingly 
complex accounting that we know today. There were certain 
values, such as debts owed, that the merchant needed to remember. 
When transactions became too numerous to keep in mind the 
merchant recorded the facts on rolls, rather than on ledger sheets 
as we do today. Still later this recording, or counting on the rolls, 
became so voluminous that he hired an assistant as the counter- 
roller, or controller as we label him today. The records were purely 
historical and were not used for analysis and decision. Therefore, 
there was no question of whether this controller might be, by 
giving analytical advice, dictating a management decision. He was 
a recorder, pure and simple. A simple need arose and it was satis- 
factorily met by our early counterpart. The simple whence and 
the simple why thus are answered. 

The whence and the why continued to expand irresistibly. The 
merchant gradually became aware that the history of past per- 
formance held the pattern of future trends and that he could make 
more intelligent decisions by analysis of this history. Another sig- 
nificant why of accounting progress was evident in this need. The 
controller rather ingeniously developed a profit and loss statement 
and a set of accounts to accumulate the necessary data. An early 
Italian is credited with our current system of double entry accounts, 
which probably was due to the prominence of Venetian merchants 
in those days and the corresponding need for records. As the mer- 
chants accumulated wealth, they also needed an occasional count 
of their net wealth, and the balance sheet served the need admir- 
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ably. Some of the assets used in commerce lasted over the period of 
several balance sheets, and the accountants again responded to the 
need for apportioning these costs by employing depreciation con- 
cepts. It is significant that as business became more sophisticated 
the accountant responded to the need with appropriate industry 
and ingenuity. Moreover, his concepts were universally accepted 
by management and were even understood by most businessmen. 

Until fairly recently the analysis of past transactions and related 
decision of future actions was predicated on the then applicable 
assumption that values were relatively constant. The dollar which 
the accountant used in his language was worth a dollar—yesterday, 
today, and tomorrow. There was such a degree of constancy that 
the phrase “sound as a dollar” was the synonym for solidarity. 
Then slowly and somewhat predictably the value of a dollar began 
to change, and in very recent times the relation of dollars to value 
of goods has been very erratic, so that dependence on static values 
and costs were not completely satisfactory for management pur- 
poses. Accountants tended to meet the changing situations by such 
theories as cost or market whichever is lower, FIFO, and LIFO. 

The progress of accounting in government has pretty much 
paralleled that of industry. As long as we were a small nation and 
our budgets remained in the millions of dollars, the allotment, 
obligation, expenditure type of accounting served our needs ade- 
quately. However, as we grew and our budgets climbed into the 
billions of dollars, new budgeting and accounting concepts devel- 
oped, and today we hear much about cost of performance budget- 
ing and business-type accounting system. The accountant, here 
again, has met the challenge. 

In the auditing side of the accounting profession the challenge 
has also been met. As business and government grew, manage- 
ment, far removed from operations, did not develop its policies 
and procedures, distribute them to the people who were to apply 
them, and then walk away from the job without knowing whether 
or not they were being carried out. Management wanted to know 
that its policies were understood by all those employees who were 
responsible for their implementation. It wanted to know that its 
policies were being followed consistently and uniformly. It wanted 
to know the limitations of its own people and it wanted to know 
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which people were qualifying themselves for advancement. Here 
again the accountant kept pace with management needs and the 
modern concept of internal auditing evolved. It moved from a 
function of checking accounting balances and accounts, and count- 
ing and reconciling cash, to a function which serves management 
on many fronts. Today internal auditing is a recognized function 
in the American business and government structure. It is generally 
regarded as a branch of the accounting profession; however, in time 
it may acquire professional status of its own. 

In these successful adjustments to meet changing business needs, 
accountants in general managed to retain a popular profile of 
substantiality. The areas of projection into the future were scrupu- 
lously left to economists and others whose professions were recog- 
nized and accepted as dealing in factors that were less than 
absolutes. The accountant avoided any tendency toward financial 
soothsaying and he made his position clear to those he served. 
These halcyon days of yore when things were either very black or 
very white for the accountant have passed. 

Because of the peculiar position in developing financial data 
and analyses in all management areas, the accountant has tended 
to become a generalist, and thereby has assumed one important 
characteristic of management itself. A recent article on the chang- 
ing role of the controller says that the controller is now a profit 
engineer rather than a recorder of facts. Another recent article 
expounds that budgets are plans in terms of dollars and raise the 
question as to whether they follow or direct decisions. The role of 
the accountant becomes more and more difficult to distinguish 
from that of management. This is a curse in that the accountant 
cannot fully serve both positions, but it is a blessing in that it 
makes easier the transition of the individual from the lesser pay 
of the technician to that of the manager, or semi-manager. 

Lately, EAM and ADPS have relieved the accountant of the bulk 
of detail drudgery and released his attention for an even greater 
amount of management analysis. This tends to narrow still further 
the gap between management and accountants. The accountant in 
the past has taken great care to identify himself from management 
by saying that he advises and management decides. However, as the 
accountant’s advice tends to be more and more comprehensive 
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(with large thanks to the assistance of ADPS), it tends to approach 
the point in many areas where the decision is dictated by the 
advice. 

Under the current conditions of rapid technological progress, 
business and government are faced with challenging problems in 
the fields of finance and accounting. As the problems of manage- 
ment increase so do the opportunities for accountants. As in all 
areas, an Opportunity inseparably involves a responsibility to the 
extent that if we do not continue to meet the responsibility, man- 
agement will begin to look to economists and others in closely 
allied fields for assistance. Business and government, and the 
accounting which serves them, are dynamic in basic concepts, and 
this brings us to the “whither” of the discussion of the accounting 
profession. 

Getting through college-level accounting today often is a costly 
and rigorous chore. Notwithstanding this, there is considerable 
pressure for the whither of professional preparation to include a 
five-year educational program for the accountant in order to pro- 
vide a generalist and specialist background that more nearly meets 
the role he is assuming, rather than preparing primarily for his first 
job and depending on fate to supply the remainder of his needs. 
The whither of professional attitude is strictly influenced by the 
general world-wide trend toward conformity and toward security 
in the status quo. There is a strong temptation toward the com- 
fortable attitude that there is no use in the ceaseless struggle. After 
acquiring an accounting degree, there is a natural tendency to 
assume that with it we have arrived and.are now ready for a well- 
earned ride. At that point one has arrived in about the same sense 
that Wilbur and Orville Wright had arrived in the development of 
aircraft. 

Commerce and government are changing ever more rapidly. 
Therefore, accountants must change with these customers it serves 
or the needs will be eagerly served by others who will figuratively 
garner the chrome, fur coats, and professional satisfaction. We do 
not need to create a market for our services. It already exists in the 
problems of finance. We have merely to develop the product and 
make sure it is recognized. It is comfortable to await publication 
of exploratory and advanced thinking and passively to absorb it. 
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However, there is no vague “they” to do the leading. ‘““We”’ are the 
only “they” that exists. Although we have freedom in developing 
our accounting concepts, that freedom—like all privileges—can- 
not be disassociated from responsibility. By way of comparison we 
might look at our present position and that of the accounting group 
in Russia. 

The Russian lay accountant is spared such responsibility of crea- 
tive thinking. The “big brother” state has taken care of his creative 
responsibility, and at the same time his liberty—as with all Russian 
endeavors. Russian accountants’ rights and duties are prescribed 
in minute detail by law developed by a central government body, 
the Ministry of Finance. The Russian accountant can feel secure 
within his professional confines. As a matter of fact, a deviation is 
considered a crime against his comrades because the accounting is 
for his comrades in the common over-all glorious plan, and devi- 
ation is looked upon as rebellion against this plan. As you know, 
crimes against one’s comrades are not dealt with lightly. However, 
within this professional prison he is encouraged vigorously, with 
education that is without cost to the worker and is indefinitely 
continuous to the maximum extent of his willingness and ability 
to absorb. He is even paid while going to school. But in these 
schools he is taught to follow, not to improvise. It is a considerable 
monument to man in his quest for dignity, even in the most 
adverse climate, that the Russian accountants consider themselves 
professionals. They even have a professional journal. But even in 
this evidence of independent professionalism there is stifling con- 
trol. The monthly journal always has eighty pages—no more, no 
less. Since the state enterprise to be accounted for is controlled, it 
is a natural consequence that the record keeping is controlled. All 
financial data are designed for pyramiding into a final, uniform, all- 
inclusive, state report on the status of the current financial plan. 
Meeting the state plan is the criterion for financial success, rather 
than profit as in this country. Therefore, we are told, accounting 
is directed toward control of production and cost budgets. The 
plan anticipates that each unit will produce precisely the planned 
number of loaves of bread and pairs of socks. Overages or shortages 
are reason for analysis and possible public self-criticism. Continued 
overshooting or undershooting of planned production or costs will 
result in a different factory manager getting to take the Black Sea 





va 
ex 
to 


pr 


th 
ac 
les 
is 


lin 
is 


li 


-—- =—_ - 


~~ ee hr 


ive 


Ost 
ves 


on- 
no 
it 
All 


1eT 


rill 











ACCOUNTANT’S OPPORTUNITIES 41 


vacation and the incumbent becoming associated with the Siberian 
expansion movement. Accountants thus become quite important 
to the factory manager, and pressure on accountants by hard- 
pressed factory managers to produce favorable financial statements 
must be awesome. Big Brother anticipated the temptations and 
the government has auditors as well as direct authority over the 
accountant. Significantly, the expert accountants have extensive 
legal backgrounds, both civil and criminal. The expert accountant 
is important, relatively well paid, and very well versed on all 
matters affecting production and costs, within the well-defined 
limits of his professional strait jacket. He does not need to, and 
is not allowed to, wonder “whither” he is going. 

In America we have no professional prison except perhaps one 
of our own manufacture through acceptance of current profession- 
al status as a boundary. Freedom is relative, and a fence which is 
between us and the area where we want to go is essentially academ- 
ic. It restricts us only to the extent we do not want to move outside 
its influence. Let us question briefly within a critical framework 
how hard we have tried to push back the barriers. (a) Have we 
lately analyzed a vexing management problem and attempted to 
escape conventional accounting conclusions which might be 
improved? (b) Have we lately tried a completely altered point of 
view or yardstick and pondered the conclusions? (c) More impor- 
tantly, have we discussed these ideas with our professional col- 
leagues, or management, either orally or journalistically? Individu- 
ally and as a group we have done some of these and other things. 
But enough to push back the boundaries of accomplishment to 
our satisfaction? To the satisfaction of management? 

Let us take a look at the oversimplified box score in just one 
area, journalistic contact. Of some 1,512 linear feet of Pentagon 
library shelves devoted to periodicals, only six feet are devoted to 
recognizable accounting publications. Economic journals use 
twenty-four feet of this library shelf space. Not conclusive, but 
worth a question. Further, there are very few articles in manage- 
ment magazines written by practicing accountants. The articles 
in the subject area are written mostly by college professors or 
economists. Remember, however, that management is the audience 
to whom we are offering our services and who must understand 
our services. 












Winson Fones 


The Job Ahead in Government 


Management Improvement 


Management in government can be conducted along efficient lines, 
notwithstanding the absence of the profit motive. The federal govern- 
ment as we know it today substantially came into being during the 1930 
and 1940 decades, when heavy emphasis was directed to rapidly expand- 
ing governmental programs. It has been most difficult to effect a change 
from the philosophy during this period of creating jobs and expanding 
programs to the desired philosophy of performing the essential func- 
tions at the least possible cost. Probably the major problems confronting 
us in achieving greater efficiency in government management are (a) 
the accomplishment of the necessary organizational improvements and 
(b) the securing of competent personnel at the supervisory levels. 

Mr. Jones is a partner of Alexander Grant & Company, certified 
public accountants. This paper is based upon a speech given before 
the Washington Chapter of the Federal Government Accountants 
Association on December 8, 1960. 


WHILE much progress has been achieved in recent years in the 
areas of record keeping, reporting, and procedural routines, it is 
my personal conviction that operational management in many 
federal agencies has not advanced to the efficiency levels required 
by the crucial nature of our national finances. Some may inquire 
as to how this deficiency status can be possible in view of the many 
improvement efforts exerted toward this objective in the past 
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decade. Certainly, if announced policies and directives had been 
fully implemented, one would have thought that all required 
actions would have long since been accomplished. I would like to 
suggest, however, that this may be another example of the old 
adage, ‘More heat than fire.” On the other hand, I want to state 
emphatically that management in government can be conducted 
along efficient lines, notwithstanding the absence of the profit 
motive. 


REASONS FOR LACK OF PROGRESS IN 
OPERATIONAL MANAGEMENT 


To comprehend better the full implications of the job ahead, 
perhaps it may be helpful to examine some of the reasons for the 
lack of progress to date. The federal government as we know it 
today substantially came into being during the depression years 
of the 1930’s and in conjunction with the war years of the 1940's. 
This is borne out by the fact that (a) nondefense employees of the 
Executive Branch increased only slightly from 1,213,000 in 1950 
to 1,308,000 in 1960 and (b) the number of temporary and per- 
manent agencies increased from 54 in 1950 to 58 in 1960. 

In the 1930 and 1940 decades, heavy emphasis was directed to 
rapidly expanding governmental programs, including the activa- 
tion of agencies and hiring of employees. The nature of such pro- 
grams and the method of implementation gave rise to a philosophy 
of management not primarily geared to efficient administration. 
To a certain extent, the earlier philosophy of government has car- 
tied over to the present day. In short, it has been most difficult to 
effect a change from the philosophy of ““What can the government 
do to create jobs and to expand programs?” to the desired 
philosophy of “How can the essential functions be performed at 
the least possible cost?” 

A second reason for lack of progress in management improve- 
ment has resulted from the fact that officials appointed to top 
cabinet and administrative posts have frequently placed too much 
reliance on second- and third-layer personnel in the major areas 
of implementing presidential directives. For some inexplicable rea- 
son, the typical newly appointed official coming from industry 
initially hesitates in taking decisive actions possibly because of the 
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fear of making a mistake. As a result, he often starts to lean heavily 
on subordinate personnel. In no time at all the top official seems 
to be carrying out the existing policies of the subordinates rather 
than those of the President. The excessive use of deputies, admin- 
istrative assistants, and other related organizational positions tends 
to compound the problem. 

A third factor impeding management progress has been the 
absence of a long-range budgetary program for conduct of agency 
operations. The inordinate amount of time and effort expended by 
top-management personnel in securing the annual approval of 
agency budgets by the Congress detracts unduly from the more 
important job of program administration. The relatively short- 
range nature of the budgetary program requires an almost constant 
increase or decrease in the level of operations. The inherent prob- 
lems in quickly changing employee complements (including loss 
of the more technically competent personnel in reduction-in-force 
programs) is in itself a serious impediment to the attainment of 
maximum efficiency. 

Another important retarding factor has been the general lack 
of support on the part of the Congress for various facets of the total 
management-improvement effort. Some of the examples of this 
aspect of the problem are as follows: 

1. The Congress has consistently failed to recognize and to estab- 
lish a realistic salary classification system for federal employees. As 
a result, many employees at lower levels are paid disproportionate- 
ly high salaries while higher-level officials receive relatively lower 
salaries than equivalent compensation in private enterprise. The 
inequities here have been especially detrimental with regard to 
recruitment of technical and middle-management employees. 

2. A much-needed program started in 1953-1954 to eliminate 
various activities of the government which are in competition with 
private enterprise has been largely curtailed due to legislative 
opposition. 

3. The Congress has not given its full support to the advanced 
budget-control and reporting systems instituted in a number of 
agencies in recent years. Because of this and other reasons, improve- 
ments in the financial area are not being fully applied in 
operational management. 








ly 


er 


he 
cy 


of 
re 


ick 
tal 
his 


ab- 


ite- 
wer 
he 


to 


ate 
yith 
tive 


ced 
r of 
ove- 

in 











MANAGEMENT IMPROVEMENT 45 


THE JOB AHEAD 


Now that we have explored some of the reasons why government 
management-improvement goals have not been fully achieved, 
perhaps we should turn our attention to where do we go from here. 
In my opinion the urgency of the times requires that all possible 
force be brought to bear on the management-improvement pro- 
gram. First the President himself must take a greater direct role in 
communicating his program and directives to the various agencies. 
The Bureau of the Budget should be utilized to push aggressively 
and participate in organization and management studies of each 
agency. To do the job quickly and with objectivity, it will prob- 
ably be advisable to utilize a number of task forces comprised of 
forward-looking governmental employees and outside consultants. 
Each agency should be subjected to a thorough organizational and 
program review with the following objectives in mind: 

1. Elimination of all but essential organizational units. In some 
areas this would involve elimination of parent agencies, sub- 
ordinate agencies, or both. It is generally recognized that some of 
the parent agencies are not effectively co-ordinating or controlling 
the management programs and policies of constituent subagencies. 

2. Establishment of an over-all project priority system for the 
initiation of the required improvements. The progress on each 
project periodically should be reported to and be reviewed by the 
agency head and the Bureau of the Budget. 

3. Development of modern management techniques, including 
atraining program covering the use of staff and technical assistance. 
It appears that one of the major road blocks limiting the 
securing of full benefits of recently instituted accounting and 
reporting system changes has been a general lack of knowledge on 
the part of government management officials regarding use of the 
financial tools provided. 

4. Formulation of required legislative changes consistent with 
the program goals established. This should include a personnel 
classification system which more adequately recognizes technical 
and supervisory-position salary requirements. 

Concurrently with the agency surveys and establishment of 
project priorities, effort should be directed to the formulation of a 
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long-range budgetary control system. Under the system envisioned, 
most agencies would present budget estimates for periods of from 
three to four years in advance, and annual attention by the Con- 
gress would largely be related to evaluation of the effectiveness of 
operations. The Congress should require agency officials to give a 
full accounting for operational performance yearly. The full fiscal 
impact of proposed substantive legislation should be reflected 
during legislative hearings. In a recent address the former Director 
of the Bureau of the Budget, Maurice H. Stans, brought out the 
fact that the government is presently committed to future obliga- 
tions totaling nearly $750 billion, of which only $288 billion is now 
reflected as part of our national debt.! It seems quite apparent that 
the piecemeal year-to-year budgetary approach now used is not 
conducive to the efficient conduct of the largest business in the 
world. 


A LOOK AT FUTURE PROBLEMS 


Probably the major problems confronting us in achieving greater 
efficiency in government management are (a) the accomplishment 
of the necessary organizational improvements and (b) the securing 
of competent personnel at the supervisory levels. A trend toward 
organizational simplification including the elimination or curtail- 
ment of numerous “management by committee” situations is essen- 
tial to any basic improvement in program administration. 

With respect to obtaining more competent management per- 
sonnel, it should not be expected that a general increase in super- 
visory position salaries would in itself provide the answer. This is 
borne out by the fact that the number of the highest-paying (super- 
grade) positions under the 1949 Classification Act in the federal 
government increased from 400 in 1950 to 2,075 in 1960. Along 
with salary improvement, further educational and executive train- 
ing programs will be necessary. Greater use should be made of 
experienced management personnel from private enterprise for 
various lower-level positions. The policy of rotating govern- 
mental field personnel to administrative and policy positions at 
headquarters should be accelerated. 

The recently instituted program for recruitment of manage- 


1A Call to Responsibility,” Journal of Accountancy, 110 (Nov. 1960), 41. 
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ment trainees from college campuses should be carefully moni- 
tored. While this approach is generally sound, it carries with it the 
inherent weakness of any in-service training program. Since the 
college trainees will normally not have had an opportunity to 
experience first-hand the functioning of our free enterprise system, 
it may be difficult for them to comprehend the fundamental values 
of our competitive system. This factor could result in a misguided 
attitude on their part relative to the proper role of government in 
our society. The newly appointed Secretary of Commerce, Luther 
Hodges, pretty well summarized the problem here in the following 
recent statement: “The genius of this country is not in any 
bureaucracy or in the Department of Commerce. It is in the imagi- 
nation and courage and daring of the individual businessman.””* 

As modern industrial management techniques are more fully 
applied in the government, it must be anticipated that strong 
efforts will be made by employee organizations to secure legislation 
against their use. The development of standards of work measure- 
ment and of other control techniques already has been resisted in 
certain agencies. 


SUMMARY 


The federal government is the largest business in the world and 
should have the most enlightened management. It should develop 
and use the most effective management techniques possible to 
assure the greatest return with the least possible cost to its owners 
—the taxpayers. 

The excellent progress made in recent years in the financial and 
accounting areas must now be matched by an equally aggressive 
and far-reaching program toward improvement of operational 
management. The fine efforts exerted in the financial management- 
improvement program have provided a good foundation for mov- 
ing ahead. However, it will require the force and vigor of all of us 
to see that the full benefits of the management-improvement pro- 
gram are realized. While the problems are great, the consequences 
of anything less than success are not compatible with our national 
goals and aspirations. 


*The Atlanta Journal (newspaper), Dec. 4, 1960, p. 1. 















Raymond E:nhorn 


Some Premises Underlying 
Federal Agency Financial 


Management Processes 


The laws, regulations, and guidelines for financial management 
systems in the individual agencies of the federal government are based 
upon certain basic assumptions or premises. Twelve of these postulates 
are discussed briefly. Neglect of one or more of them is a cause of some 
of the problem areas in federal budgeting, accounting, and reporting. 

Mr. Einhorn is Director of Audits of the National Aeronautics and 
Space Administration and President of the Federal Government 
Accountants Association. 


FINANCIAL management systems in the federal government are 
based upon several basic assumptions or premises. They are 
reflected in the principles and standards which have been estab- 
lished for accounting and budgeting in the individual federal 
agencies. The financial management syste1as of the agencies are in 
turn tested for conformance with the established principles, stand- 
ards, and other guidelines and for adherence to the underlying 
premises and objectives. There is a need to analyze and emphasize 
these fundamental assumptions. 

It is the purpose of this article to discuss briefly some of the 
fundamental assumptions and attributes, sometimes labeled postu- 
lates, of the federal financial management processes at the individu- 
al agency level. Even though these assumptions are not axioms or 
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self-evident truths for the most part, they form a basis for policies 
and concepts without too much demand for proof. Following is a 
list of twelve of these assumptions and attributes of the financial 
management processes in the federal government. Some of the 
twelve have not been consciously recognized; a few have become 
laws and regulations. The list is not intended to be complete; 
additional premises are yet to be developed or sharpened as 
modern management methods become more prevalent.? 

These assumptions and attributes need re-examination for 
soundness and applicability to federal government agencies. They 
should then be reviewed to see whether they have been understood 
and adhered to in existing financial systems and in the concepts to 
be used in developing new or modified systems. 


ASSUMPTIONS, PREMISES, ATTRIBUTES 


1. The government agency, each field office, and each congres- 
sional appropriation and other fund is an entity for accounting 
purposes. Although the agency is a part of the federal government, 
for which there is some reporting as a whole, the agency is a 
separate organization with operating responsibility. Funds are 
financing mechanisms and hence separate entities, but it is some- 
times assumed that they are also operating entities or serve as the 
equivalent or operating subdivisions of the agency. 

2. Continuity rather than a limited life is the basis for establish- 
ing plans and values. Each agency and each of its organizational 
parts is a going concern. Assets are recorded and reported at pur- 
chase price, not at liquidation value. Some liabilities are not for- 
mally or regularly reported until appropriations are made. We 
operate on the basis that congressional appropriations will be 
received, contracts will be executed, goods and services will be 
delivered and used. 

3. Measures of size, significance, value, and performance exist. 
They can be applied as an aid in planning, execution, and evalu- 
ation. Some measures are physical, some financial. The dollar is 
one example of a measure which is accepted as a common denomi- 

*Acknowledgment is made to the several authors who have explored the subject 
of accounting assumptions and concepts, such as W. A. Paton and A. C. Littleton in 


dn Introduction to Corporate Accounting Standards (Iowa City, Iowa: American 
Accounting Association, 1940). 
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nator. We assume stability in the dollar for budgeting, accounting, 
and reporting purposes. We add today’s salaries to the use of prior 
years’ inventories to get a total for the goods and services used in 
the current period. 

4. Costs attach to benefits rendered or products made as the work 
progresses. We assume a “physical” attachment. As costs continue 
to accumulate, they are identifiable to the service or end result. 

5. Effort and accomplishment are related and therefore matched. 
It is suitable to match costs with operating results. Estimated and 
budgeted dollar amounts and physical quantities are to be com- 
pared with actual results. It is essential to compare in order to 
understand events. Accrual accounting is applied so that financial 
transactions are recorded in the period in which the operating 
events occur. 

6. Periodicity is essential. For grasping significance, for compari- 
sons and measures, financial data must be cut off and grouped by 
time periods—year, quarter, month—during the life of the enter- 
prise. It is not enough to assume a going concern. We know that 
orders placed (obligations) will eventually equal goods and services 
used (costs), and that costs in the long run will equal disbursements. 
But we must have periodic time divisions to get an understandable 
grasp of these figures as we operate, to compare results and to 
measure performance, and to assess what is available for carrying 
on operations in the future. 

7. Objective and verifiable evidence supports all financial trans- 
actions. Reports and activities are subject to analyses and audits, 
but reliability is assumed to be a characteristic of the underlying 
data, whether processed manually or mechanically. Otherwise, the 
data would not be used for decision making. We expect that the 
assumed reliability has been or will be proved. 

8. Full disclosure is a requirement. Meaningful reports are 
essential for operating management purposes, for the needs of 
central financial management organizations such as the Bureau 
of the Budget, for supplying information to the Congress, and 
for keeping the interested segments of the public advised on 
accomplishments and plans. 

9. Nonrevenue or nonprofit organizations are the general rule 
in the federal government. Those agencies which do have revenues 
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do not operate for a profit, that is, they ordinarily establish prices 
to recover only their costs, in part or in full. Hence, revenues are 
not available or useful for matching with costs to determine profit, 
which is one measure of the efficiency or success of an operation. 
Since this measure is missing, more emphasis is placed on the other 
means of gauging effective performance, such as the use of 
operating budgets. 

10. Government customers are largely captive buyers. There- 
fore, customers in most cases do not exercise the type of controls 
found in commercial enterprises. The buyer cannot avoid a 
government agency as easily as he can change grocers. Government 
agencies are likewise in some instances captive customers of other 
agencies; for example, they ordinarily are required to have their 
printing done by or through the Government Printing Office. 

11. Stewardship is a major responsibility of the management of 
each government agency. The agency head or bureau chief has the 
relationship of an agent to his principal to do his assigned task 
well. He reports to the President, to the Congress, and to the tax- 
payers. He is in a position of trust, not only because public funds 
and property are involved, but also because of the broad authority 
granted him to carry out programs of national significance. 

12. Fund sanctity must be observed. Financing authority, for 
example congressional appropriations to an agency, must not be 
exceeded by overordering or overexpending. Each subdivision 
made of the appropriation, such as allotments within an agency, 
may be used up but cannot be exceeded. Where revolving funds 
are established, their authorized amounts of financial capital must 
also be kept inviolate; collections must equal disbursements so 
that the financial capital is not impaired. The establishment of 
numerous allotments, revolving funds, and other fund subdivisions 
compounds administrative problems, but does not change the basic 
tule of fund sanctity for each subdivision. 


AN ILLUSTRATION 


Neglect of one or more of these premises is a cause of some of 
the basic problem areas in federal budgeting, accounting, and 
reporting. These problems have the continued attention of the 
General Accounting Office, the Bureau of the Budget, the Treasury 
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Department, and federal operating agencies as part of their efforts 
under the Joint Financial Management Improvement Program. 
The solutions rest on many factors. Among these are the need for 
a much wider recognition of the nature and significance of the 
problems and for a basic understanding of the fundamental 
concepts and underlying premises. 

We can illustrate one problem area by examining the first of the 
list of twelve attributes and premises above: The government agen- 
cy and its field offices, and each of its appropriations and other 
fund subdivisions, are financial entities, at least for budgeting, 
accounting, and reporting purposes. With several entities, the ques- 
tion arises as to whether to emphasize the accounting for the funds 
alone, as is sometimes done, or for the operating organization 
including funds, property, and all other resources. 

The answer depends on recognition of (a) management's 
responsibility for all assets and other resources and (b) the fact 
that all resources are used to manage the operating entity. For 
example, where all resources are recognized, plans and budgets 
take into account the availability of cash, inventories, goods and 
services on order (to be received in the budget period), equip- 
ment, and other factors such as inventory levels to be maintained. 
Managerial accounting and reporting follow. Costs of each func- 
tion, activity, organizational unit, and significant end-product 
become important. Costs of performance in the period receive 
emphasis, rather than only the monetary amounts of goods 
and services ordered in the period, or amounts disbursed. 

Accounting for the appropriations and other fund entities is not 
secondary in importance to accounting for the operating entity. 
Accounting for the fund entity must be accomplished to meet 
the requirements of law and for the management of the funds 
authorized to order and pay for goods and services. However, such 
accounting and reporting should not overshadow the significance 
of the reason for the agency’s existence—the performance of 
assigned objectives. Budgeting and accounting in the federal gov- 
ernment must serve the somewhat diverse needs of the interested 
parties, the Congress, the Bureau of the Budget, the several other 
central agencies (such as the General Services Administration for 
property management), and the public, as well as the needs of 
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agency operating management. The needs of the agency come first, 
since it is the organization with the basic operating responsibility. 
Performance is the paramount objective in which all management 
levels in the government are interested. 

The principle of having an operating entity and a fund entity, 
and the relative significance of each, are recognized in several 
government publications. Examples are the accounting principles 
and standards prescribed by the Comptroller General of the 
United States? and several bulletins and circulars of the Bureau 
of the Budget, such as its Bulletin No. 57-5. Chart 1, “Planning 
and Executing a Program for Cost-Type Budgets,” depicts some of 
the concepts and policies which relate to the problems of financial 
management of an agency program and control of its funds.‘ 

In applying the premises and concepts, each agency is to follow 
the broad guidelines established by government central financial 
agencies, but must recognize that it has the basic responsibility for 
good financial management, including the use of modern data- 
processing methods. Its systems must be tailored to its operating 
needs, and its budgeting, accounting, and reporting must be 
correlated with its program planning and execution. 

*See particularly chapter 1200 of Title 2 of the General Accounting Office Policy 


and Procedures Manual for Guidance of Federal Agencies (Washington, D.C.: US. 


Government Printing Office, 1956). 
*Improvement of Financial Management in the Federal Government (Washington, 


D.C.: U.S. Government Printing Office, 1956). 

‘Modified slightly from a chart in the report of the Advisory Committee on Fiscal 
Organization and Procedures, Office of the Secretary of Defense, “Financial Manage- 
ment in the Department of Defense,” Oct. 1954; also in chapter 6500 of Title 2 of the 
General Accounting Office Policy and Procedures Manual for Guidance of Federal 
Agencies (Washington, D.C.: U. S. Government Printing Office, 1956), fig. 6500-1. 
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Paul W. Merrill 


The Principles of Poor Writing” 


BOOKS and articles on good writing are numerous, but where 
can you find sound, practical advice on how to write poorly? Poor 
writing is so common that every educated person ought to know 
something about it. Many scientists actually do write poorly, but 
they probably perform by ear without perceiving clearly how their 
results are achieved. An article on the principles of poor writing 
might help. The author considers himself well qualified to pre- 
pare such an article; he can write poorly without half trying. 

The average student finds it surprisingly easy to acquire the 
usual tricks of poor writing. To do a consistently poor job, how- 
ever, ONe must grasp a few essential principles: 

I. Ignore the reader. 
II. Be verbose, vague, and pompous. 
III. Do not revise. 


IGNORE THE READER 


The world is divided into two great camps: yourself and others. 
A little obscurity or indirection in writing will keep the others at 
a safe distance; if they get close, they may see too much. 

Write as if for a diary. Keep your mind on a direct course 
between yourself and the subject; don’t think of the reader—he 
makes a bad triangle. This is fundamental. Constant and alert 
consideration of the probable reaction of the reader is a serious 


*Reprinted from Scientific Monthly, 44 (Jan. 1947), 72-74, by permission. 
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menace to poor writing; moreover, it requires mental effort. A 
logical argument is that if you write poorly enough, your readers 
will be too few to merit any attention whatever. 

Ignore the reader wherever possible. If the proposed title, for 
example, means something to you, stop right there; think no 
further. If the title baffles or misleads the reader, you have won the 
first round. Similarly, all the way through you must write for 
yourself, not for the reader. Practice a dead-pan technique, keeping 
your facts and ideas all on the same level of emphasis with no 
telltale hints of relative importance or logical sequence. Use long 
sentences containing many ideas loosely strung together. And is 
the connective most frequently employed in poor writing because 
it does not indicate cause and effect, nor does it distinguish major 
ideas from subordinate ones. Because seldom appears in poor 
writing, nor does the semicolon—both are replaced by and. 

Camouflage transitions in thought. Avoid such connectives as 
moreover, nevertheless, on the other hand. If unable to resist the 
temptation to give some signal for a change in thought, use how- 
ever. A poor sentence may well begin with however because to the 
reader, with no idea what comes next, however is too vague to be 
useful. A good sentence begins with the subject or with a phrase 
that needs emphasis. 

The “hidden antecedent” is a common trick of poor writing. 
Use a pronoun to refer to a noun a long way back, or to one 
decidedly subordinate in thought or syntax; or the pronoun may 
refer to something not directly expressed. If you wish to play a 
little game with the reader, offer him the wrong antecedent as 
bait; you may be astonished how easy it is to catch the poor fish. 

In ignoring the reader avoid parallel constructions which give 
the thought away too easily. I need not elaborate, for you probably 
employ inversion frequently. It must have been a naive soul who 
said, ‘““When the thought is parallel, let the phrases be parallel.” 

In every technical paper omit a few items that most readers need 
to know. You had to discover these things the hard way; why make 
it easy for the reader? Avoid defining symbols; never specify the 
units in which data are presented. Of course it will be beneath 
your dignity to give numerical values of constants in formulae. 
With these omissions, some papers may be too short; lengthen 
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them by explaining things that do not need explaining. In describ- 
ing tables, give special attention to self-explanatory headings; let 
the reader hunt for the meaning of “psia” or “kip” or “P!1,.” 


BE VERBOSE, VAGUE, AND POMPOUS 


The cardinal sin of poor writing is to be concise and simple. 
Avoid being specific; it ties you down. Use plenty of deadwood: 
include many superfluous words and phrases. Wishful thinking 
suggests to a writer that verbosity somehow serves as a cloak or 
even as a mystic halo by which an idea may be glorified. A cloud 
of words may conceal defects in observation or analysis, either by 
opacity or by diverting the reader’s attention. Introduce abstract 
nouns at the drop of a hat—even in those cases where the magni- 
tude of the motion in a downward direction is inconsiderable. 
Make frequent use of the words basis, case, character, condition, 
factor, former and latter, nature, such, very. 

Poor writing, like good football, is strong on razzle-dazzle, weak 
on information. Adjectives are frequently used to bewilder the 
reader. It isn’t much trouble to make them gaudy or hyperbolic; 
at least they can be flowery and inexact. 


Deadwood 


Bible: Render to Caesar the things that are Caesar’s. 


Poor: In the case of Caesar it might well be considered appropriate 
from a moral or ethical point of view to render to that potentate 
all of those goods and materials of whatever character or quality 
which can be shown to have had their original source in any portion 


_ of the domain of the latter. 


Shakespeare: I am no orator as Brutus is. 


Poor: The speaker is not what might be termed an adept in the 
profession of public speaking, as might be properly stated of Mr. 
Brutus. (Example from P. W. Swain, Amer. J. Physics, 13, 318, 945.) 


Concise: The dates of several observations are in doubt. 
Poor: It should be mentioned that in the case of several observa- 


} tions there is room for considerable doubt concerning the correct- 


ness of the dates on which they were made. 
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Reasonable: Exceptionally rapid changes occur in the spectrum. 


Poor: There occur in the spectrum changes which are quite excep- 
tional in respect to the rapidity of their advent. 


Reasonable: Formidable difficulties, both mathematical and obser- 
vational, stand in the way. 

Poor: There are formidable difficulties of both a mathematical and 
an observational nature that stand in the way. 


Reasonable: Two sunspots changed rapidly. 
Poor: There are two cases where sunspots changed with consider- 
able rapidity. 


Reasonable: Three stars are red. 
Poor: In three cases the stars are red in color. 


Razzle-dazzle 


Immaculate precision of observation and extremely delicate 
calculations. 

It would prove at once a world imponderable, etherealized. Our 
actions would grow grandific. 

Well for us that the pulsing energy of the great life-giving dyna- 
mo in the sky never ceases. Well, too, that we are at a safe distance 
from the flame-licked whirlpools into which our earth might drop 
like a pellet of waste fluff shaken into the live coals of a grate fire. 


DO NOT REVISE 


Write hurriedly, preferably when tired. Have no plan; write 
down items as they occur to you. The article will thus be spon- 
taneous and poor. Hand in your manuscript the moment it is 
finished. Rereading a few days later might lead to revision—which 
seldom, if ever, makes the writing worse. If you submit your manu- 
script to colleagues (a bad practice), pay no attention to their 
criticisms or comments. Later resist firmly any editorial suggestions. 
Be strong and infallible; don’t let anyone break down your per- 
sonality. The critic may be trying to help you or he may have an 
ulterior motive, but the chance of his causing improvement in your 
writing is so great that you must be on guard. 





| 








Timothy E. Russell 


Technical Accounting 


Developments 


PRINCIPLES FOR DETERMINING COSTS APPLICABLE 
TO RESEARCH AND DEVELOPMENT UNDER GRANTS 
AND CONTRACTS WITH EDUCATIONAL 
INSTITUTIONS 


ON January 7, 1961, the Bureau of the Budget issued Circular 
No. A-21, revised, which provides the basis for a uniform approach 
to determining the costs applicable to research and development 
performed by educational institutions under grants from and con- 
tracts with the federal government. The Circular requests all 
federal agencies that sponsor research and development work at 
educational institutions to apply the stated principles and related 
policy guides to the fullest extent practicable in determining the 
amounts to be authorized under grants or contracts for such work 
and in developing budget estimates therefor. 

The principles and standards to be followed in costing govern- 
ment-sponsored research and development projects are set forth in 
attachments to the circular. The objective is to provide to educa- 
tional institutions recognition of their full allocated costs of 
research under generally accepted cost accounting principles. 
Alternative methods are specified as permissible in unusual cir- 
cumstances or to prevent inequities. No provision for profit or 
other increment above cost is intended. 
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IMPROVEMENTS IN BUDGETING 


The Budget Message of the President, transmitting the 1962 
budget, contains a number of recommendations for improvements 
in budgeting. One of these recommendations concerns the budget 
process in Congress. Although the President presents one budget 
for the entire government to the Congress each year, the Congress 
considers the budget in a multitude of pieces rather than as a 
whole. The President recommended that Congress provide a 
mechanism by which total receipts and total appropriations (and 
expenditures) can regularly be considered in relation to each other. 
Another recommendation was that the President should have the 
authority to veto items of appropriation measures without the 
necessity of disapproving an entire appropriation bill, as is now 
the case. This has been a recurring recommendation, and the Presi- 
dent’s message points out that more than 80 per cent of the states 
have given item veto authority to their governors. Other recom- 
mendations relate to funding arrangements, including more exten- 
sive use of the revolving fund basis for major business-type activi- 
ties; extension of the Government Corporation Control Act to 
bring a number of additional government corporations within the 
normal budgetary and reporting structure of the government; and 
repeal of various special provisions of law, requiring reservations 
of foreign currencies for certain programs, that hinder the govern- 
ment in making the wisest use of the foreign currencies coming 
into its hands. 


POSTAL MONEY ORDERS 


The Secretary of the Treasury and the Postmaster General have 
signed an agreement to have the Treasury Department process 
paid money orders on its electronic computer at Washington, 
D.C. Conversion will begin on January 6, 1962, and the Money 
Order Center of the Post Office Department will close out in 
the spring of 1963. It is estimated that this merged operation 
/ will result in savings of some $650,000 annually. 


AUTOMATIC DATA-PROCESSING PROGRAM OF THE 
EXECUTIVE BRANCH: POLICY ON PROGRAM 
SCOPE; REPORTS REQUIRED 
Bureau of the Budget Bulletin 61-6, issued in November of 
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1960, provides government-wide policy on the scope of the Auto- 
matic Data Processing (ADP) Program of the executive branch 
and makes provisions for executive agencies to submit reports 
on the utilization of automatic data-processing equipment and 
personnel. 

The ADP program of the executive branch of the government 
embraces the planning, development, administration, manage- 
ment, co-ordination, control, operation, and review and evalua- 
tion of ADP systems in all fields of ADP equipment utilization. 

In terms of the equipment used in automatic data processing, 
the ADP program embraces (a) punched-card equipment, wheth- 
er used alone or in conjunction with electronic computers; (b) 
electronic computers and the several types of peripheral or auxil- 
iary equipment which are directly involved in computer utiliza- 
tion; and (c) data transmission systems that employ the use of 
devices which convey data automatically or electronically from 
place to place, or from equipment to equipment, for processing 
in an ADP system. 

ADP equipment operated by contractors solely to process 
government data at government expense (e.g., in government- 
owned, contractor-operated facilities) is considered part of the 
ADP program; however, ADP equipment acquired and operated 
by universities and other similar institutions, with financial assist- 
ance through grants-in-aid of government funds, will not be 
considered part of the ADP program of the government. 

The reporting provisions of Bulletin 61-6 require all depart- 
ments and agencies of the government, with some exceptions, to 
submit a report on ADP equipment used or to be used through 
the fiscal year 1962. The report will include information as to 
the purposes served by using the equipment and the actual or 
estimated costs of its operation. 


ACCOUNTING FOR DEPRECIATION OF FIXED ASSETS 
OF WATER RESOURCE PROJECTS CONSTRUCTED 
AND OPERATED BY FEDERAL AGENCIES 
In February 1961 the Comptroller General of the United 
States restated the principles, standards, and related requirements 


for accounting for depreciation, particularly as they apply to 
fixed assets devoted to electric power operations of water resource 














62 THE FEDERAL ACCOUNTANT 


projects constructed and operated by federal Agencies. The new 
principles include references to the basic responsibility of agency 
management to account fully and fairly for all resources, and 
make clear the fact that this responsibility extends to the con- 
sumption of resources used in carrying out operations, being as 
applicable to long-lived physical facilities as it is to expendable 
materials. 

The production and sale of electric power from many federal 
water resource projects are revenue-producing operations which 
are substantial in size. Because of the nature, size, importance, 
and public interest in such operations, financial reports on them 
should disclose fully the financial results in terms of revenues 
earned and all costs incurred. Since depreciation of fixed assets 
applicable to power operations is so substantial in amount and 
in relation to total operating costs, it must be accounted for and 
included in financial reports on electric power operations to 
make them fully informative to all users including management 
officials, officials of other government agencies, the Congress, and 
the public. 

No specific method of depreciation is prescribed. However, 
undue precision and detail in maintaining depreciation account- 
ing records is not necessary for assets, the estimated service periods 
of which are subject to great uncertainty. Simple procedures 
should be devised to provide periodic estimates of depreciation 
cost for accounting and financial reporting purposes. 

The restated principles are contained in Section 1286, Title 
2, of the General Accounting Office Policy and Procedures Manual 
for Guidance of Federal Agencies. 
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Current Publications 


BOOKS AND PAMPHLETS 


National Association of Accountants, Research Project Committee. 
Current Application of Direct Costing. (N.A.A. Research Project 
37.) New York: The Association, 1961. 108 pp. $2.00. 


This is a follow-up report on one entitled Direct Costing which was 
published in 1953 by N.A.C.A. 

“This report summarizes the experience of fifty companies which 
participated in the study by contributing information about their 
applications of direct costing. In each case, a depth interview was 
employed to ascertain how direct costing is used, why the specific 
methods were chosen, and what results have been obtained. ... 

“In some areas the study goes beyond the report of practice and 
endeavors to develop a logical foundation of reasoning to explain 
certain practices. This procedure follows from a recommendation by 
the Research Planning Committee that N.A.A. research studies should 
place more emphasis upon basic research to improve the understanding 
of accounting practice. 

“In general management of companies participating in this study 
feel that its experiences with direct costing has been favorable.” 

The chapters herewith listed indicate the coverage in the research 
report: “The Nature of Direct Costing, “Separation of Direct and 
Period Costs,” “Applications of Direct Costing to Guide Pricing Deci- 
sions,” “The Role of Direct Costing in Cost Control,” “Direct Costing 
in Financial Reports to Management,” “Direct Costing in External 
Financial Reports,” and “The Income Tax Status of Direct Costing.” 
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ARTICLES 


Anthony, Robert N. “Some Fallacies in Figuring Return on Invest- 
ment,” N.A.A. Bulletin, 42 (Dec. 1960), 5-13. 


“Whether related directly to the technique or affecting its use 
indirectly, through misconceptions concerning comparative merits of 
alternative methods, the controversial points discussed here, all have 

considerable bearing on current practice in computing return on 
' investment. In the author’s view, certain basic, well-established 
interpretations appear fallacious when analyzed properly.” 


Arkin, Herbert. “Discovery Sampling in Auditing,” Journal of 
Accountancy, 111 (Feb. 1961), 51-54. 


“When statistical sampling techniques are used in auditing, the 
proper size of the sample involves considerations quite different from 
those which govern sample size for an opinion poll or an effort to 
determine the number of white and black balls in a large number. 
The auditor is concerned with finding out whether there are any 
instances of material error, flagrant violations of internal control, or 
fraudulent manipulations. A table indicates the probability of finding 
such instances with samples of various sizes.” 


Avery, Harold G. “Depreciation vs. Inflation,” Accounting Review, 
36 (Jan. 1961), 71-74. 


The author by example clearly discusses the effect of inflation upon 
depreciation allowances. Mr. Avery concludes by stating that the article 
“has attempted to show that as long as the inflationary trend has been 
relatively slight, depreciation allowances under ordinary circum- 
stances are large enough to provide for the necessary replacements if 
theoretical interest is assumed to accumulate on these allowances at 
the earnings-investment ratio of the firm. ... The conclusion does mean 
that inflation has not been sufficiently significant to warrant the modi- 
fication of the historical cost rule in the evaluation of fixed property 
accounts.” The author states that “‘if inflation becomes continuous and 
built in as part of our economy, or its rate accelerates (a condition 
which has taken place in other countries in recent years), then account- 
ing methods and techniques will have to be developed in order to 
measure the difference between real and inflated profits.” 


Beckett, John A. “The Facts of Federal Fiscal Life,” The Controller, 
28 (1960), 588-590. 
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The author expresses his thoughts on the most important considera- 
tions affecting the future of federal finance. Many of the important 
hard facts of fiscal life in the federal government are listed as follows: 
deficits are easy to come by; surpluses are hard to come by and they 
do not compensate for the deficits; debt costs are higher than any other 
federal costs save those for defense; the government is already com- 
mitted to spend incredible sums in the future for past services; higher 
levels of spending in the future are built into present programs; there 
are tremendous pressures to get the federal government to do still 
more; and there is a widespread reluctance to face up to the problem 
of how to pay for it. 


Blank, Virgil F. “Management Concept in Electronic Systems,” Jour- 
nal of Accountancy, 111 (Jan. 1961), 59-66. 


“To date the most common approaches to electronic data processing 
constitute patchwork solutions to over-all problems. What is needed 
is an engineered approach that recognizes the business enterprise as a 
system of interdependent parts separated into departments for organi- 
zational reasons, but not for data processing purposes. The proper goal 
in electronic data processing system design should be profit improve- 
ment and this implies that the system analyst look at the business as 
an over-all operation, not as a group of individual operations in which 
the mechanization of data processing can be applied separately. Unique 
characteristics of electronic data processing are discussed in relation to 
problems of planning and installation.” 


Carr, Robert L. ‘A Survey of Current Depreciation Practices,” N.A.A. 
Bulletin, 42 (Feb. 1961), 89-93. 


“Desire for liberalized depreciation provisions have given an impetus 
to growing adoption of accelerated depreciation methods, if only, as in 
many of the surveyed companies, for Federal income tax purposes, 
eating in these cases an additional discrepancy between public reports 
and tax returns. The survey findings and comments offered in the 
aticle highlight various aspects of established practices.” 


Carroll, Thomas H., “New Horizons in Education for Business”; 
Hans C. Todt, “Business and Business Education: A Joint Venture”, 
and Richard Donham, “Education for Tomorrow’s Business,” The 
Controller, 29 (1961), 9-15, 43, 44. 


All of the articles listed above are covered under the broad title of 
‘The Challenge to Business Education.” The thoughts of a business- 
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man, an educator, and a former executive of the Ford Foundation on 
changing patterns in education for a career in business are set forth. 


Chambers, R. J. “The Conditions of Research in Accounting,” Jour. 
nal of Accountancy, 110 (Dec. 1960), 33-39. 


“Six specific requirements are listed as prerequisite to a scientific 
approach in accounting research. The author, professor of accounting 
at the University of Sydney, Australia, draws a sharp distinction 
between the proper steps in the development of accounting postulates 
and theories, and the application of accounting techniques in business 
operations.” 


Devejian, Albert G. ‘“Post-Period Adjustments Peculiar to C.P.F.F. 
Contracts,” N.A.A. Bulletin, 42 (Jan. 1961), 77-86. 


“Variances between costs billed at predetermined provisional billing 
rates for the sake of prompt reimbursements and costs computed on the 
basis of the final negotiated rate call for adjustments of under- or over- 
recovered costs. The procedure applied for this, as described and illus- 
trated by the author is deemed necessary in order to arrive at figures 
which would truly reflect the result of the operation.” 


Ellenberger, James O. “A Look at Depreciation Accounting in Non- 
profit Organizations,” N.A.A. Bulletin, 42 (Jan. 1961), 55-62. 


“Divergent opinions on whether or not depreciation should be 
applied in enterprises not operated for profit are presented in this 
article, which continues with a review of current practice. This shows a 
variety of patterns established in individual organizations.” 


Ferrara, William L. .““Overhead Costs and Income Measurement,” 
Accounting Review, 36 (Jan. 1961), 63-70. 


‘Income can be measured properly only when every attempt is made 
to segregate and allocate overhead costs to units of output so that costs 
of products may be matched or associated with the revenues derived 
from the sale of merchandise. To accomplish this task the generally 
accepted fixed-variable cost breakdown should be discarded for income 
measurement purposes. The straight-line amortization of costs associ- 
ated with fixed assets should also be discarded. In place of straight-line 
amortization, a unit-of-output amortization plan or an approximation 
thereto should be used. The approximation would be the cycle over- 
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head concept. The fixed cost portion of semi-variable cost inputs should 
be reassociated with their variable counterparts and then allocated to 
the output for which they were absolutely necessary elements of produc- 
tion. Finally, unit costs should be allowed to fluctuate with volume 
within the range for which semi-variable cost inputs are absolutely 
necessary costs of production.” 


Flanagan, Robert M. “Fixed-Price Contracts May Reduce Return on 
Investment,” N.A.A. Bulletin, 42 (Jan. 1961), 63-70. 


“Profitwise a fixed-price contract may appear advantageous, yet it 
often results in a lower return on investment than could have been 
earned under a cost-plus contract. Comparative evaluation given in the 
article also brings out key variables which govern profitability.” 


Flowers, W. Baker. “Some Criteria for Post-Statement Disclosure,” 
Journal of Accountancy, 111 (Jan. 1961), 43-47. 


“A survey of CPAs in public practice indicates that there is a lack 
of uniformity in disclosure of postbalance sheet events. The responses 
show that a key factor in determining the necessity for disclosure is 
whether or not management has taken definite actions such as signing 
a contract for new plant capacity. The percentage favoring disclosure 
declines as the effect of the event on the financial statements become 
more vague. Where the effect of an event is not readily measurable in 
dollars, the decision seems to depend on the objectivity of evidence 
related to an estimate of possible dollar losses or gains.” 


Higgins, Thomas G. “The Need for a New Rule on Independence,” 
Journal of Accountancy, 111 (Jan. 1961), 37-42. 


“A proposal to amend Rule 13 of the Rules of Professional Conduct 
of the American Institute has been the subject of considerable debate. 
In the author’s opinion, the present rule has a number of defects 
stemming from the fact that it is limited to situations where a member 
or someone in his immediate family has, or is committed to acquire, 
a financial interest in a client which is substantial in relation to its 
capital or to the member’s own personal fortune. He answers some of 
the prinicpal objections to the proposed amendment, and clarifies the 
meaning of sections which have been questioned.” 


Oravec, R. J. “Statistical Inventory Management,” Journal of Ac- 
countancy, 110 (Dec. 1960), 40-52. 
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“The development of satisfactory inventory control is often impeded 
by conflicting goals, uncertainties of demand and erratic lead-periods. 
An inventory control model takes into account the relationships among 
these factors in a meaningful way. It is generally recognized that all 
items of inventory do not need the same degree of control so the first 
step in developing a system is to group individual items according to 
the degrees of control that appear to be economically justifiable. The 
development and use of a statistical inventory model is shown by an 
example.” 


Osborne, Richard W. “Practical Aspects of an Operation Audit,” 
Internal Auditor, 17 (Winter 1960), 28-38. 


“Operational auditing is a subject of steadily increasing importance 
and interest. This article discusses the conduct of operational audits 
at Lockheed Aircraft Corporation, where such audits are performed 
on both organizational and functional lines. The detailed description 
of operational auditing of an organization is presented through exami- 
nation of the steps followed: planning, preliminary survey, program- 
ming, field work and reporting. The broadened scope of internal 
auditing has increased the responsibilities of the internal auditor. Fol- 
lowing the five steps detailed in this article may aid in the discharge 
of these responsibilities.” 


Rhodes, Jack. ‘Financial Leases Belong on the Balance Sheet,” 
N.A.A. Bulletin, 42 (Dec. 1960), 83-91. 


“It is the contention of the present author that leases used to acquire 
fixed assets which would otherwise need to be debt financed stand in 
the same relationship to the financial statements, involving both a 
balance sheet asset and a liability. He suggests that revision of practice 
in this area is urgently needed.” 


Seiler, Robert E. “The Internal Auditor’s Appraisal of Company 
Objectives and Plans,” Internal Auditor, 17 (Winter 1960), 9-17. 


“Evaluations of company objectives and company plans are basic to 
a complete review of any company’s control system. The internal audit- 
ing profession has evidenced an increasing awareness of this fact, and 
consequently the literature of the profession has recently shown a 
marked trend away from narrow areas of internal check. Increased 
attention is being focused on controls variously described as manage- 
ment controls, executive controls, or administrative controls. The 
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evaluation of company objectives and plans, two basic and most 
important executive controls, is emphasized in this paper. In addition 
some specific questions which the internal auditor should answer 
when evaluating these two control measures are presented.” 


Selden, Doyle W. “Inventory Management—An Application of the 
Exception Principle,” N.A.A. Bulletin, 42 (Dec. 1960), 43-51. 


“The need to reduce the number of Navy aircraft grounded for 
repair parts sparked the more-than-nationwide program described here. 
Under this new program, mechanized frequent processing of repair 
parts records is supplemented immediately by evaluation of exceptions 
to adequate stock—and by prompt and aggressive corrective measures. 
The author views the program as widely adaptable to inventory control 
problems.” 


Taylor, Marvin L. “The Learning Curve—A Basic Cost Projection 
Tool,” N.A.A. Bulletin, 42 (Feb. 1961), 21-26. 


“The principle of continuous learning is here reviewed, to provide a 
basis for discussing the nature and usefulness of its application in 
terms of the learning curve formula. Keeping clear mathematical 
intricacies, the author discusses practical aspects of the formula which 
can be successfully used even by those uninitiated in underlying 
mathematics.” 


Tomb, John O. “Getting Your Money’s Worth Out of Executive 
Performance Appraisals,” The Controller, 28 (1960), 580-582. 


The author states that “most executive appraisal programs have 
been ineffective and wasteful; they have suffered from three major 
weaknesses”: 


1. An excessive reliance on highly subjective yardsticks and a consequent 
lack of attention to the results actually achieved. 


2. A tendency to ignore the executive appraisal records when important 
personnel moves are made. 


3. A general absence of tough-minded administration. 


“Correcting these weaknesses is not easy but it can be done. Getting 
your money’s worth out of an executive appraisal system involves two 
key steps”: 


1. Developing concrete action programs that serve as the basis for measuring 
individual performance. 
2. Tough-minded administration of the appraisal program. 
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Vignali, Joseph A. “Potential of Automatic Data Processing in the 
Federal Government,” N.A.A. Bulletin, 42 (Feb. 1961), 63-72. 


“A future for electronic data processing, not only within government 
departments and agencies but also among them and between govern- 
ment units and private companies, is seen and partly depicted by the 
present author who warns, nevertheless, that ends sought go well 
beyond systems savings to the more important goal of better 
information.” 


Weber, C. Harold. “Better Control of Surplus Parts,” N.A.A. Bulletin, 
42 (Feb. 1961), 39-44. 


“Although it is only in the procedural area that the controller's 
responsibility enters the picture, the author believes that his share of 
the entire responsibility for surplus parts is nonetheless of overall 
importance, because there are many remedies within his reach which 
may hold the surplus to a minimum.” 


Witschey, Robert E. “CPAs and Noncertified practitioners,” Journal 
of Accountancy, 110 (Dec. 1960), 63-71. 


“The positions of the American Institute and the National Society 
of Public Accountants on accountancy legislation are analyzed. The 
author suggests that differences could be reconciled if: (1) auditing 
were restricted to CPAs and public accountants legally permitted to 
practice as such; (2) some mutually acceptable method of providing 
status, self-discipline and designation were developed for the group 
who may not legally practice as public accountants; (3) the NSPA were 
to agree that a title other than public accountant (or any other that 
might be confused with CPA) would be acceptable for unlicensed 
practitioners.” 


Zises, Alvin. “Disclosure of Long-Term Leases,” Journal of Account- 
ancy, 111 (Feb. 1961), 37-47. 


“Arguments against capitalization of long-term lease commitments 
are presented from the point of view of a leasing corporation. These 
include legal, financial, tax and operational considerations. The author 
believes that present provisions of Accounting Research Bulletins and 
SEC regulations provide for adequate disclosure.” 
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